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Why Gas Companies Prefer 


JARBER Conversion BURNERS 


Gas Companies increasingly recognize, as part of their 
responsibility toward the public, the necessity for constant 
vigilance regarding the type of gas appliance which they 
Ne recommend for use by their customers. Barber Burners 
” have an outstanding record of over 20 years’ conspicuous 
success in many thousands of home heating installations. Reason- 
able fuel consumption and freedom from servicing are axiomatic 
with a Barber job. How better can you safeguard the interest of 
your consumer, and insure his good will, than by seeing to it 
that his furnace or boiler is equipped with a genuine Barber unit? 


Standard Models come in 8 
izes for round grates 12” to 34” 
n diameter. There is also a wide 

ge of sizes for oblong grates. 

burners easily and correctly 
djustable to grate dimensions. 
isted in A. G. A. Directory of 
pproved Appliances. Ask for 
atalog and Price List on Con- 
ersion Burners for Furnaces 
nd Boilers, Burner Units for 
as Appliances, and Gas Pres- 
ure Regulators. 


No. 324-B Barber Burner 


No. 104-B 
Barber Burner 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


© BARBERSZX5BURNERS- 6 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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This new Elliott Address Card is made of clean to-handle 
fiber. but it is more durable than its metal predecessor. 























THE DAWN OF A NEW DAY | 


IN THE ADDRESSING MACHINE INDUSTRY 














Here’s a new book for executives 


who want to get down to brass tacks in the matter of mechanical 


addressing equipment, whether considering the installation of 
new equipment or the modernizing 
of old. We will gladly send you a 
copy if requested on your business 


letterhead. 


THE ELLIOTT ADDRESSING MACHINE 
COMPANY 
157 Albany Street Cambridge, Mass. 


<««é Waukesha Water Department, Waukesha, Wis. 
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Pages with the Editors 


NTENSIFICATION of the war in Europe has 

once more made Washington a rather jit- 
tery place in which to live. There is hushed 
talk of foreign spies, secret weapons, sabo- 
teurs, and other items that have heretofore 
been more or less confined to imaginative fic- 
tion. Casual gay luncheons of former days 
have given place to lowered conversation and 
knowing glances. Even old acquaintances 
look at one another sharply a second time 
when they meet as if to make sure that some 
mysterious change has not occurred since their 
last contact. 


EsPECIALLY among government officials is 
this tension apparent. They have little time to 
speak of such trifling matters as the wages 
and hours law or what in the world happened 
to Bimelech in the Kentucky Derby. All Wash- 
ington seems to be dividing itself automatically 
into three parts: (1) the anything-short-of- 
war interventionists (“We cannot stand idly 
by—”); (2) the strict isolationists (“Let ’em 
fight it out”) ; (3) and the just plain confused 
(“Hope we can stay out, but on the other 
hand—”). At this writing the confused seem 
to have it by a big majority. 


ProBABLY the tension will strain itself out 


FERGUS J. MCDIARMID 


The insurance policyholder often fails to 
recognize himself as an investor. 


(SEE Pace 643) 
MAY 23, 1940 


just as it did after the opening weeks of the 
European war last fall. But while it lasts, this 
Washington supersensitiveness to happenings 
abroad makes it difficult for those whose 
chosen field of activity happens to be related to 
important and unsolved domestic problems, 
such as the public utility situation. 


¥ 


Fe example, it was this preoccupation with 
news from Europe that was responsible for 
official Washington failing to give the recent 
annual convention of the Chamber of Com- 
merce of the United States in the nation’s capi- 
tal the attention it deserved. We have wit- 
nessed at close hand these assemblies of the 
Chamber of Commerce since long before the 
New Deal came to Washington. And it is our 
own opinion that this 1940 assembly was the 
first occasion for a long time when the busi- 
ness men of the nation walked boldly into 
Washington on their own two feet and spoke 
exactly what they thought without undue heat 
or subservience to political domination. Busi- 
ness men seem to be regaining their old confi- 
dence and displaying some of their erstwhile 
sense of responsibility—a conviction that busi- 
ness has a more important role in the national 
economy than that of meeting payrolls and 
tax bills and otherwise taking orders from the 
government. 


Mucu of this renewed spirit was, as stated 
before, lost upon the government men, who 
kept their eyes glued to the news ticker. The 
dangerous part of this continual worry about 
conflict abroad is that important domestic leg- 
islation and policies may be either neglected or 
approved by default. Congressmen, worried 
over the forthcoming elections, are likely to 
vote and run and read about the details later 
on, if at all. Of such things are “emergencies” 
made. 


¥ 


H OWEVER, in contrast with the Washington 
merry-go-round, institutional investors 
constitute one group of hard-headed capital- 
ists who never fail to keep their eye on the 
ball right here in America. For that reason, 
our readers, who have heretofore shown a 
taste for the candid contributions by FErcus 
J. McDrarmip, will welcome another one of 
his analyses of what is happening to utilities 
from the viewpoint of insurance policyholders. 


Mr. McD1armip, who is a utility security 
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VALDURA IMPROVED | 


Asphalt PAINT 


Twelve years of blazing sun and hard use failed to 
destroy Valdura Improved Asphalt’s tough protective 
film on this gasholder at Lakeland, Florida. 


@ It resists smoke, sun, acid and water VALDURA 


@ Stands extremes of temperature 3 
@ One coat covers—lasts longer paint products 


cama 


Enamels 


Solve your equipment paint problem—specify Valdura f 
Asphalt Paint for more years of low-cost protection. Wall paints 


Exterior paints 
Aluminum paints 


THE CHOICE OF LEADING UTILITIES basi) Aesbilk onlate 


MCI MRM ecss Varnishes 


Manufactured by SAEs FREE: Send for sam- 
AMERICAN ASPHALT PAINT CO., 43 E. OHIO ST. CHICAGO, ILL. ple and literature. 














SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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analyst for the Lincoln National Life Insur- 
ance Company of Ft. Wayne, Ind., is well 
known in the actuarial as well as investment 
field. He is a graduate of the University of 
Toronto (’28), where he specialized in actu- 
arial mathematics, and has visited a large num- 
ber of utility properties in the United States 
and Canada in order to obtain a practical 
background for the intelligent selection of 
utility investments. 


¥ 


WE welcome a new contributor in this issue 
(beginning page 653) in the person of 
Cuar es F. Berry, who gives us an up-to-date 
description of the great Central Valley project 
in California. Mr. Berry is a professional 
writer of business and science articles. He was 
born and raised in Boston but shortly after his 
graduation from Harvard he headed for Cali- 
fornia and entered the journalistic profession. 
He was magazine publicity writer for the San 
Francisco World Fair during 1938 and 1939. 


¥ 


Emery TROXEL, whose article on the ap- 

e plication of the Washington sliding- 
scale plan to gas utilities begins on page 660, 
is an assistant professor of economics at 
Wayne University in Detroit. He was edu- 
cated at Northwestern University and the Uni- 
versity of Iowa, from which he took the de- 


gree of Ph.D. in 1935. 
” 


Pape ae reader recently wrote in to us 
about our “What Others Think” depart- 
ment and wanted to know how in the world we 
managed to get a line on all the new books, 
articles, addresses, radio speeches, and even 
moving pictures which are given passing notice 
in that department. He wanted to know how 
we could be sure we were not missing any- 
thing. The answer is we don’t know. But we 
can just do our best through the well-known 
routine of checking publications, periodical in- 
dexes, organization programs, and news re- 
leases. Obviously, under such circumstances, 
an occasional outstanding book on the subject 
of utility regulation may pass us by unrecog- 
nized like a ship in the night. A brave speech 
or a worthy article on the same subject may 
likewise escape our attention. When it does, 
we can only say that we are sorry. 


Aut this explanation, as you may have sus- 
pected, is simply an advance alibi. We were 
somewhat disturbed by a recent pretension to 
omniscience made by a clipping bureau adver- 
tisement which came across our desk. This 
clipping bureau announces that in addition to 
reading all the newspapers and magazines it 
will listen to the radio on any subject, for so 
much per listen. 


WE can’t figure out just how the bureau can 
possibly manage to find all the time and all the 
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C. EMERY TROXEL 


The Washington Plan may be working 
well without rate reductions. 


(SEE Pace 660) 


ears that will be necessary to undertake this 
formidable task. It goes to show that the work 
of the reviewer is certainly not getting any 
easier with technological advancement. It 
wouldn’t surprise us to hear any day now that 
somebody will undertake to look at all the tele- 
vision programs to make sure that you don't 
miss anything. Maybe they will eventually get 
around to reading all the “worthwhile books” 
and “significant” plays that we somehow never 
find time to do for ourselves. 


¥ 


MONG the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


THE Illinois Supreme Court, in affirming a 
lower court’s judgment for defendant tele- 
phone company in a suit to recover for use of 
city streets and alleys, discusses franchises, 
their nature, and construction. (See page 60.) 


Tue Federal Power Commission considers 
the question whether it has jurisdiction over 
an application by the:seller for approval of the 
sale of interstate electric facilities. (See page 


¥ 


yo next issue, which should be of special 
interest to our readers of the electric light 
and power industry, will be out June 6th in 
plenty of time for the eighth annual conven- 
tion of the Edison Electric Institute at Atlantic 
City, N. J., June 3-6. 
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PROTECT YOUR CONTINUING PROPERTY RECORDS 


@ Millions of people have tickets in this sweepstake’s drum— 
and it’s fun to gamble—but can you afford to lose with the stake 
your continuing property records? The experience of a recent 
public utility that lost tons of records in fire says ““NO”! Your 
judgment says “NO”! 

So do this: Investigate the facilities of Remington Rand 
Safe-Cabinet products for affording the protection you need 
for records. ese are three suggested methods of protecting 
Continuing Property Records. 

VERTICAL RECORDS: House in Sare-Cross-Fives. 2,3,4, 
or 5 drawers. Offer 30-minute or 60-minute “point-of-use” 
protection. Space for up to 50,000 5x3 cards in a single file. 
LOOSE LEAF RECORDS: Store near “point-of-use” in SAFE- 
CaBINETs supplying safety during fire for up to 4-hours. Sizes 
vary to mate all needs. 
TABULATING RECORDS: A special 5-drawer SAFre-FILeE 
with ten distinct drawer-compartments will contain upward 
of 40,000 tabulating cards in convenient proximity to the 
machines and supply 60-minute fire protection. 

WRITE TODAY 


Simply write and ask for detailed plans for protecting Continuing 
Property Records and the other vital statistics you need for profitable 
business operation. Be safe when Sire strikes! 


Remington Rand Ine. 
Buffalo, N. Y. 


Heavy insulation on all sides, 
drawer heads insulated, ton- 
gued, grooved and gasketed 
make each drawer a separate 
fire retardant safe! 

The convenience of a 

file plus the safety of 

SaFE - CABINET. 
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ACCEPTED- i Strenoaste 


Engineering executives purchase equipment on demonstrated performance. That's why en- 


gineers in every conceivable industry purchase Vulcan and the reason why Vulcan was sold 


in forty-three states, every Province of Canada, Porto Rico, Territory of Hawaii and eleven 


foreign countries during the past year. The following partial list of representative contracts 


for 1939 demonstrate the popularity of Vulcan among engineers in every type of industry 
who have taken the time to investigate the reasons for Vulcans rugged dependability. 


Many of these contracts are repeat orders, real evidence that Vulcan gives highest satis- 





faction. 
Socony Vacuum Oil Co....... East St. Louis, Mo. 
Town Of AIBIORs..cccccccccccccoes Albion, Indiana 
Pairpoint Corporation....... New Bedford, Mass. 
Charleston Navy Yard......... Charleston, S. C. 
U. S. Naval Academy............ Annapolis, Md. 


Metropolitan Life Insurance Co....New York City 
Park Chester Housing Development 


Griesdieck Western Brewery........ Belleville, Ill. 
Minot Normal School.............- Minot, N. D. 
Southland Paper Mills............. Lufkin, Texas 
Bethlehem Steel Company....... Lebanon, Penna. 
Norfolk Navy Yard.........seseeee. Norfolk, Va. 
Fairmont — Light Co.......... Fairmont, Minn. 
Evenson and Levering Company....Camden, N. 

Socony Vacuum Oil Company..... Brooklyn, N. Y. 
City of Bellefontaine......... Bellefontaine, Ohio 
Gallinger Hospital............ Washington, D. C. 


Colorado State Agricultural College 
Fort Collins, Colo. 
Navajo Agency............ Ft. Defiance, Arizona 
Victor Chemical Company....Mt. Pleasant, Tenn. 
McChord Field, U. S. Army....Ft. Lewis, Wash. 
B. F. Goodrich Company....... Clarksville, Tenn. 
Canadian National Railways.Winnipeg, Man., Can. 
Carnation Compny..... Sherbrooke, Gusbec. Can. 
Alexandria Steam Generating Co... Alexandria, Va. 
South Porto Rico Sugar Company 
Santa Domingo, Dom. Rep. 
George Ziegler Company........ Milwaukee, Wis. 
Atlas Powder Company......... Stamford, Conn. 
Colorado State Capitol........... Denver, Colo. 
Hercules Powder Company........ Hercules, Del. 
U. S. Military Academy....... West Point, N. Y. 


Container Corporation of America 
Circlesville, Ohio 
Commodore Perry Housing Project. ..Buffalo, N. Y 


DeKalb State Teachers College....... DeKalb, Ill. 
United States Shoe Corp......... Norwood, Ohio 
The May Company............. Cleveland, Ohio 
United States Naval Hospital...San Diego, Calif. 
Frankford Arsenal........... Philadelphia, Penna. 
Central Park Pumping Station....... Chicago, Ill. 
Virginia Public Service Co......... Hampton, Va. 
Atlas Powder Company.............. Atlas, Mo. 
Cie GO WORE, co cacccceccoces Fairmont, Minn. 
Froedtert Grain and Malting Co..Milwaukee, Wis. 
Sonoco Products Company....... Garwood, N. J. 
Sheridan Brewing Company....Sheridan, Wyoming 
City of Fort Collins.......... Fort Collins, Colo. 
Ingenio Riogaila....Buenaventure, Columbia, S. A. 
South Carolina Electric and Gas Co....Parr, S. C. 
American Woolen Company........ Fulton, N. Y. 
Keystone Public Service Company.Oil City, Penna. 
Alab Power C Yoccccce Chick , Ala. 








Pennsylvania Power and Light Co. 
Harrisburg, Pa. 
Holyoke Gas and — Co.....Holyoke, Mass. 





Durkee Famous Foods.............. Chicago, Ill. 
Bianton Company..............--:. St. Louis, Mo. 
Continental Di d Fibre Co..Bridgeport, Penna. 


Westinghouse Electric and ay oly 
Company, Lima, Ohio 
Libby, McNeill and Libby.......... Chicago, Ill. 
Vanadium Corporation........... Naturita, Colo. 
Philadelphia Electric Company....Chester, Penna. 





Vulcan Soot Blower Corporation does not 
build down to a price. Vulcan builds into their 
a thirty-seven years of experience; 
build by highly skilled engineering and plant 
personnel of long service, using the highest 
type material that hard exacting service has 
emonstrated is the most practical for its 
purpose. The result is trouble free, long years 


of service, making unnecessary frequent serv- 
icing—and when service is required, skilled 
field engineers on their rounds, offer it gladly 
to maintain your Vulcan equipment in top 
condition. Ask the Vulcan Sales or Field En- 
gineer WHY Vulcan MUST build into their 
equipment the most rugged, trouble free, 
lowest maintenance you can buy. 


VULCAN SOOT BLOWER CORP., Du Bois, Penna. 
Kaew Kw Kw Kw KK Kh Kw Kh KK KKK KKK 
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EpiroriAL COMMENT 
Forbes. 


EpitrorrIAL STATEMENT 
The United States News. 


AtFrrep M. LANDON 
Former Governor of Kansas. 


Ropert A, TAFT 
U. S. Senator from Ohio. 


EpirortAL STATEMENT 
Broadcasting. 


THoMAS E, DEWEY 
New York District Attorney. 


James E. TAybor 


Newspaper publisher and member 


of Texas legislature. 


EXCERPT 
From an SEC report ona reor- 
ganization plan. 


WENDELL L, WILLKIE 
President, Commonwealth & 
Southern Corporation. 


Bruce BARTON 
U. S. Representative from 
New York. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 








—MOoNnNTAIGNE 








“Prediction: Execution of the ‘death sentence’ won't 
kill worth-while utility companies.” 


¥ 


“Modern democracy has turned America’s major 
parties into million-dollar corporations.” 


* 


“Instead of the green pastures we heard. about in 1938, 
we are in the green stagnation of the slough of despond.” 


¥ 


“Our trouble today is that . . . more people have gone 
out of business in the last six years than have gone into 
business.” 


@ 
. every radio nightmare conjured up in the last 
dozen years of regulation appears to have been resur- 
rected all at once.” 


“ 


¥ 


“This country was built on the principles of personal 
and government integrity. It will go ahead again when 
those principles are restored.” 


¥ 


“Pay as much attention to the man from whom you 
take a dollar as to the man to whom we give it—that 
should be the watchword of your government.” 


¥ 


“We do not believe that original cost less depreciation is 
a reliable guide to the value of an enterprise for reorgan- 
ization purposes. The proper basis is earning power.” 


> 


“We must be careful that, under the guise of ‘emer- 
gency,’ the powers of government are not so extended 
as to impair the vitality of free enterprise and choke off 
free expression of thought.” 


¥ 


“When I was elected to Congress in 1937, . . . I was 
strongly of the mind that what the country needed most 
was not more laws, but fewer; and those more carefully 
written. I am still of that mind.” 
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New Burroughs Factory Branch, Plymouth, Michigan 


gone 
into 


last aa ade + 


sur- 
all Over a half-century ago Burroughs started in a 
shen small machine shop to manufacture the first prac- 


tical adding machine. Business has since depended 
more and more on Burroughs for a steady flow 
of machines and developments to meet constantly 
. changing conditions. Today’s range of Burroughs 
that - ; ' products includes practically every type of figuring, 
ae = accounting and forms-writing machine. 


you 


With this background of experience and wide 


n is variety of machines, Burroughs meets the needs 


ran- Burroughs Factory and General Offices, Detroit of today’s business for speed and economy, and 
’ 
Throughout the years, Burroughs has adhered to is building for the future along lines which have 
the highest standards of manufacture and quality, ° Pen See 
and has developed a worldwide factory-trained made Burroughs a worldwide institution. 
and factory-controlled service organization. BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH. 
ler- 
ded 
off 
ost 
lly 
DOES THE WORK IN LESS TIME—WITH LESS EFFORT—AT LESS COST 
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EmMEeEtt F, CoNNELY 
President, Investment Bankers 
Association of America. 











































W. Greson Carey, JR. 
Retiring President, Chamber of 
Commerce of the United 
States. 


J. THORKELSON 
U. S. Representative from 
Montana. 


EMANUEL CELLER 
U. S. Representative from 
New York. 


C. W. KELLocG 
President, Edison Electric 
Institute. 


WALTER K. M. Siavik 


WALTER C. BECKJorRD 
President, American Gas 
Association. 
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Writing in The Reclamation Era. 





14 REMARKABLE REMARKS—( Continued) 


“A few comparatively simple changes in the [securities] 
laws would untie our hands and enable us to function 
more normally in financing recovery and business expan- 
sion. We ask for them now.” 


¥ 


“Men have always recognized, the truth that was framed 

. in the expression, ‘The power to tax is the power to 
destroy.’ ... the modern version should be, ‘The power to 
spend is the power to destroy.’ ” 


¥ 


“... I realize, as one of the people, that if this body 
[Congress] removes the people’s rights one by one by 
law, when the last is removed, the people become slaves 
to legal despotism, and a legal despotism deprives the peo- 
ple of their rights just as successfully as the popular 
despotisms of today.” 


¥ 


“Business may be able to adjust itself to the present 
staggering tax burden, but it cannot adjust itself to the 
suspense, uncertainty, and confusion caused by constant- 
ly changing tax laws. Without confidence, dollars will 
not go to work and employment can be created only by 
forced and artificial means.” 


¥ 


“Each successive rate reduction and each successive im- 
provement in the efficiency or price level of apparatus 
opens up new avenues for selling. In a word, aggressive 
and cternal thoughtful sales effort is really the only thing 
that can bring us [utilities] successfully through the 
troubles that now beset us.” 


: 


. if by some chance our civilization several thou- 
sands of years hence is destroyed and vanishes from the 
face of the earth, the great engineering works of the 
Bureau of Reclamation will stand as silent testimonials 
to the fact that they were constructed not for the glori- 
fication of one individual, nor even the gratification of a 
few, but for the benefit of all. They are truly monu- 
ments to the living.” 


“c 


* 


“The advent of natural gas, which was originally dis- 
covered in Fredonia, New York, in 1837, but did not begin 
its real development in domestic and industrial applica 
tions until the last quarter of the nineteenth century, has 
since led to greater development in long-distance trans- 
mission lines supplying large cities and industries all over 
the United States so that today natural gas supplies about 
90 per cent of the total heat supplied to industry in the 
form of gas.” 
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USE Rel E CENTRALIZED SERVICE 


Use R.& I.E. centralized Service for the 
whole job — complete substation design 
and equipment. There is a big advantage 
in putting the entire problem under one 


responsibility. 


In R. & I. E., the Public Utilities have 
found engineering ability to cope with 
every outdoor and indoor switching prob- 
lem. Here are complete design and manu- 


facturing facilities under one roof. 


From the layout to the lines, R. & I. E. 
offers the benefit of twenty-five years ex- 


perience. 


RAILWAY& INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 
Sales offices in principal cities 












ASPLUNDH 


ECONOMICAL LINE CLEARING 










Craftsmen engaged in 
shaping trees to accomo- 
date lines for the smooth 
transmission of light, power 
and communications. 








ASPLUNDH TREE EXPERT COMPANY 
Home Office JENKINTOWN, PA. Ogontz 3750 


Chicago, Ul. Randolph 7773 Columbus, Ohio Adoms 5432 
Binghamton, N. Y. Binghomton 4-5314 Alexandria, Va. Alexandria 3587 








; Write for our Illustrated Booklet 


LINE CLEARING 






























Wilson, Herring and Eutsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


N analysis of the nature, extent, and problems of 

public utility regulation in the United States, 
with emphasis upon the expanding role of the Federal 
Government in the regulation of public utilities, its 
activities in undertaking power projects and pro- 
moting rural electrification, and the issues involved 
in governmental ownerships. The well-rounded treat- 
ment and critical viewpoint will be of aid to all who 
are interested in evaluating the present status of 
public utility regulation, its strengths, weaknesses, and 
significance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 


Munsey Bidg. Washington, D. C. 
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OUR International Diesel 


TracTracTors ¥ : Aes 
for 1940 


| 


This good news from Inter- 
national Harvester, world’s 
leading tractor builder, is — 
packed full of interest for 
every crawler-tractor user. 
Now you can get Interna- 
tional design, quality, per- 
formance—and International 
full DIESEL fuel economy 
—in sizes exactly suited to ' 


your power needs. 


TracTracTors have full Diesel engines, of Inter- 
national design and construction. They start easily 
and quickly on gasoline and almost immediately 
convert to full Diesel operation. There’s no delay 
getting started on the job. Everything about these 
new TracTracTors is designed to get the most 
work done per day at the lowest possible cost. All 
controls are within easy reach of the operator. 


Gear shifting is fast and easy. Multiple-disk steer- 
ing clutches, mounted on ball bearings, are easy to 
operate. For complete information, see the nearby 
International industrial power dealer or Company 
branch. 

INTERNATIONAL HARVESTER COMPANY 


(Incorporated) 
180 North Michigan Avenue Chicago, Illinois 


INTERNATIONAL HARVESTER 
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It’s a Job for 
CRESCENT 


SERVICE ENTRANCE CABLE 


Millions of feet of CRESCENT Service Entrance Cable now in satisfactory 
service is factual evidence of its high quality. Its tamperproof construc- 
tion discourages attempts at current diversion and its flame retarding, 
moisture resistant covering assures maximum durability under all weather 
conditions. Light in weight, it eliminates the need for rigid conduit and 
is made in a complete line to cover all requirements of any installation. 


All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 1.P.C.E.A., 
N.E.M.A., and all Railroad, Government and Utility Companies' Specifications. 





CONTROL CABLE 
DROP CABLE 


LEAD COVERED 
CABLE 


MAGNET WIRE 
PARKWAY CABLE 


RUBBER COVERED 
POWER CABLE 


SERVICE ENTRANCE 
CABLE 


SIGNAL CABLE 


VARNISHED 
CAMBRIC 
CABLE 


WEATHERPROOF 
WIRE 
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ETL. is prepared to help you 
pre-determine performance 
and quality of new equip- 
ment ... prepared to give 
you, by test, the “stitch in 
time” information that often 
saves needless waste and ex- 
pense. 


By taking advantage of 
E.T.L.’s extensive facilities, 
the utility not only enlists 
the aid of our many years ex- 
perience in the testing field 
to supplement its own re- 
search department... but 
avoids heavy investment in 
special apparatus. 


Know by Test! 


ELECTRICAL 
TESTING 
LABORATORIES 


East End Avenue and 79th Street 
New York, N. Y. 




















DAVEY TREE TRIMMING SERVICE 


1846 1923 
JOHN DAVEY 


Founder of Tree Surgery 


New Spring Tree Growth 


@ An Immediate Problem 
@ A Threat to Service 
@ A Task for Experts 
e A Job for Davey Men 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 











P. U. R. QUESTION 
SHEETS 


AN EDUCATIONAL OPPORTU- 
NITY for public utility men. A 
fortnightly quiz of ten questions 
and answers on practical financial 
and operating questions discussed 
and decided by the State and 
Federal Commissions and Courts 
in their investigations of public 
utility companies. 


Ten questions and answers every 
two weeks—annual subscription 
$10.00. 


Send your order to— 


PUBLIC UTILITIES 
REPORTS, INC. 
1038 Munsey Bldg., Washington, D. C. 
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MAP 


of the 


PUBLIC POWER PROGRAM 


ew 


‘Federal Financing and Location 


Public Power Projects; 1933-1939” 


—the most comprehensive, visual 
presentation ever made of the pub- 
lic power program. The map shows 
accurately the cost and location of 
all federal, district, state and mu- 
nicipal power projects. 


The extensive operations of the 
R.E.A. on a national scale are por- 
trayed for the first time. Few real- 
ize the growth, cost, and signifi- 
cance of this important develop- 
ment. 


A simple color scheme and dis- 
tinctive symbols, designating the 
different types of projects, facili- 
tate use of the new map. More than 
350 geographic localities in which 
federal funds have been expended 
are clearly indicated. 


Invaluable to all those interested 
in the public power program. Suit- 
able for framing and wall use (size 


29 in. x 42 in.). 


Informative . Complete . Concise . Up-to-date 


Price: $2.00 a copy 


Shipped unfolded in special mailing tube, post- 
age prepaid in the United States and Canada. 


P. U. R. Executive Information Service 


1040 Munsey Bldg. 


Washington, D. C. 

















NSTRIBUTION COSTS LESS 
vith DUCTS tha 


CUT COPPER LOSSES 


Cables run cooler through J-M Transite 
Ducts because their dense, close-grained 
structure has an unusually high rate of 
heat dissipation. Therefore, I?R losses 
are reduced, and cables in systems using 
Transite Conduit and Korduct have ap- 
preciably higher carrying capacities. 


geet DO NOT BURN 


Made of asbestos and cement, Transite 
Ducts are fireproof. Flame and arc caused 
by cable burnouts will not damage adja- 
cent cables and equipment. Being inor- 
ganic, these modern cableways prevent 
formation of combustible and explosive 
gases and fumes. Furthermore, they can- 
notrotordecay...keep maintenance low. 


a: at INSTALLATION * 


Transite Ducts come in long, light 
Jengths that are easily and economically 
handled. Lining-up is fast and accurate 
... fewer joints are required. Their smooth 
bore stays smooth—assures easy pulls on 
new installations or replacements. And, 
where Transite Conduit is used, it re- 
quires no concrete envelope. 


@ YOU'LL SAVE by using Transite Korduct wherever cableways 
must be ‘“‘concreted-in.’’ On open and exposed locations, Transite Conduit is so 
durable it requires no protective casing. For full details, ask for brochure D.S. 410. 
Johns-Manville, 22 East 40th Street, New York, N. Y. 


Johns-Manville TRANSITE DUCTS 


for use 2S a eabacea with- for instal- 


TRANSITE CONDUIT ov concrete envetooe TRANSITE KORDUCT '="'en 


for expose ed locations concret 
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P. U. R. DIGEST 


CUMULATIVE 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 





United States Supreme Court 
A SHORT CUT United ry Peo Courts SIMPLE 


COVERING United States District Courts ALPHABETICAL 
FIFTY YEARS State Courts CLASSIFICATION 


Federal Regulatory OF SUBJECTS 
AN EXHAUSTIVE Commissions ae 
amn-as State Regulatory Commissions A GREAT REVIEW 
Insular and Territorial Regu- 

THE LAW 


latory Commissions A GREAT SERVICE 











WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D. C. 
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Dig Anywhere— 
Anytime 


Every day, more Public 
Utilities are realizing that 
“Clevelands” are setting 2a 
new high in Ditching Per- 
formance. : 








They like the compactness and 
mobility of “Clevelands”—thei 
modern, dependable constructior 
which eliminates dead weight 
and increases effectiveness. : 


They respect their speed and thg 
way “Clevelands” have coméd 


through for them on difficult jobs, 
for “Clevelands” have definitely 
saved them money on their ditch, 


ing. 
You, too, can “go to town” witk 
“Clevelands” special Trailers give truck-speed transportation “Clevelands.” Let us tell you how 


at Low Cost. Machines load and unload on Trailers in 10 


N to 15 minutes. and why, there is no obligation. 
WV 
‘ THE CLEVELAND 


TRENCHER COMPANY 


**Pioneer of the Small Trencher" 
3 20100 St. Clair Avenue 
™ : : Cleveland, Ohio 


© CLEVELANDS ©| 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


Public Utilities Fortnightly 

















NIAGARA 
GAS FURNACES 
are A.G.A. Approved 


ITH copper chrome cast iron; or... Toncan 
iron heat exchangers . . . selection of belt or 
direct drive blowers with two speed control .... 
summer winter switch .. . modern casing design 
... low prices... and A. G. A. approval, Niagara 
Furnaces meet the demands of speculative and 


contract builders, home owners and utilities alike. 


Write for complete information 


The Forest City Foundries Company 


2500 West 27th Street Cleveland, Ohio 
Established 1890 
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HYDRAULIC TURBINES 
BUTTERFLY VALVES 
MECHANICAL RACK RAKES 
GATES—HOISTS 
PENSTOCKS, ETC. 


Belting the Spiral Casing before Riveting 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
Hydraulic Turbine Division 


NEWPORT NEWS, VA. 











SAVE MONEY WITH VARI-TYPER 


Many Utility Companies are saving money by using the Vari-Typer 

. the composing Type Writer with changeable | Ben and spaces. 
This compact office machine reduces composition and printing costs 
for rate schedules, office forms, bulletins, booklets, folders, etc., 
for either mimeograph or offset reproduction. Investigate the sav- 
ings possible on all your required printing. 


WRITE TODAY for new demonstration portfolio, “How Utility 
Companies are Saving Money with Vari-Typer”’ with actual samples 
of work produced. 


RALPH C. COXHEAD CORPORATION 


Manufacturers of Vari-Typer 


333 Sixth Avenue New York, N. Y. 











Public Utilities Fortnightly—The review magazine of current 
opinion and news relating to Public Utilities. Conducted as an open 
forum for the frank discussion of both sides of controversial utility 
questions. Issued every other Thursday—26 numbers a year—Annual 
subscription $15.00. 
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ECONOMIZER 








i , Twelve B&W Open-Pass Boilers having an 
taney s.r wats LB i ‘ aggregate capacity of almost 6,000,000 Ib. 
f i : ~ of steam per hr. are in service or on order. 
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Stuo TUBE WALL 
* (FULLY STUDDED) 
Twenty B&W High-Head Boilers in service 


or on order have a combined capacity | 














of almost 8,000,000 Ib. of steam per hr. 
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53 Boilers 


of Modern Design 


The central station industry is in a unique position’ 


to appraise new designs of equipment. The ability, 
experience, and progressiveness of its engineers 
are of the highest order. Furthermore, the free ex- 
change of information on performance of equip- 
ment makes experiences with new types of equip- 
ment quickly known to the entire industry. 

When new types of equipment, such as boilers, 
indicate in operation unmistakable evidence of 
fundamental soundness, and the manufacturer has 
the reputation of standing solidly back of his prod- 
uct, they are promptly adopted by the industry. 

This has been the case with new types of boilers 
developed by B&W. Since 1932, fifty-three Babcock 
& Wilcox boilers of the three new types illustrated 
have been ordered. Their combined capacity is 
over 21,000,000 pounds of steam per hour. Other 
pertinent data on these boilers are: 

No. of companies ordering 

No. of stations involved 

Capacity of largest single unit, lb. steam per hr. 
f 900,000 


Conideg canis single unit, lb. steam per hr. 


Max. steam pressure, Ib. per.sq. in 
Max. steam temperature, F 


THE BABCOCK & WILCOX COMPANY 
85 LIBERTY ST., NEW YORK, N. Y. 


Twenty-one B&W Radiant Boilers having 
a total capacity of over 8,000,000 Ib. of : 
steam per hr. are in service or on ordef. 


SAS 


SSS ss LSS 


BABCOCK 


TTT STS 


One company purchased four additional boilers 
of one type for two additional stations after its 
original installation had been in service for 10 
months. And the industry, as represented by 14 
companies, purchased 30 boilers after the original 
installations of their types had been in service six 
months or more. 

These companies enjoy the benefits of boilers 
designed to meet today’s new and exacting oper- 
ating requirements—through the use of design 
principles that are advanced yet of demonstrated 


soundness. 
6-170-T 








Banty STUO-TURE WALL 
(FALY STUDDED) 


& WILCOX 
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Too Tough? 


NOT FOR A FORD TRUCK! 





@ Today’s big, rugged Ford Trucks are 
built to take hard work — and like it! They’re 
trucks, every inch of them, with big, massive 
frames, axles, springs, brakes. 

Power? Smooth, dependable, eight- 
cylinder power with a choice of three efficient 
truck engines — 95, 85 and 60 hp. 

And economy! The Ford Truck gets to 
the place it’s going in a hurry and is back for 
more payload and more trips per day. 

From the toughest to the smallest hauling 
and delivery job there’s a Ford Truck to give 
you this kind of economy. There are six 
wheelbases, forty-two body and chassis types, 
and a wide choice of special equipment. 

Make an actual Ford Truck “on-the-job” 
test — with your own driver and your own 
loads over your own routes. 


VISIT THE NEW FORD EXPOSITIONS AT THE TWO 
FAIRS, NEW YORK AND SAN FRANCISCO, 1940 


@ Ford Motor Company, Builders of Ford V-8 and Mercury 


Cars, Ford Trucks, Commercial Cars, Station Wagons and 
Transit Buses. 


FORD U-8 TRUCKS 
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‘JOBS LIKE THIS SAVE WEEKS 





between Investment and Return 








Bey day between the start and completion of new plant 


construction means loss to investors . . . added interest; post- 
ponement of the new equipment’s services. 

On jobs calling for special piping, Grinnell Prefabrication cuts 
days or weeks from this costly interval. While the plans are still 
on the boards, call in Grinnell. On schedule, accurately pre- 
fabricated piping sub-asemblies are delivered to the job. All but 
the simplest field welding has been performed with Grinnell’s 
advanced prefabricating equipment. 

Conveniently located Grinnell plants . . . expert interpretive 
engineering of plans . . . insurance - inspection - and - approval 
before shipments . . . these are but a few factors that save time 
when you “Give the plans to Grinnell.” Grinnell Company, Inc., 


Executive Offices, Providence, R. I. Branch offices in principal cities. 


measearion ay GORINNELL 


=. wHenever PIPING is invoived 
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ROBERT A. BURROWS’ 


NEW 1939 
UTILITY CHART 


ELECTRIC LIGHT AND POWER @ GAS @ TRANSPORTATION 
WATER @® COMMUNICATIONS @ INVESTMENT COMPANIES 
ETC. 














@ Showing at a glance @ 


“INTER-RELATION AND CAPITALIZATION OF THE PRINCIPAL PUBLIC 
UTILITY HOLDING, OPERATING AND INVESTMENT COMPANIES 
AS OF JUNE 1, 1939” 


ALSO SERVICE AREA MAPS OF THE PRINCIPAL 
PUBLIC UTILITY SYSTEMS IN THE UNITED STATES 
(Chart Size—34” x 28”) 


An indispensable reference for @ Public Utility Executives @ Utility Supply 
Companies @ Banks @ Brokers @ Investment Counselors @ Trust and In- 
surance Companies @ Public Service Commissions @ Investors @ Or any one 


interested in any phase of the Public Utility Industry. 


e e PLEASE NOTE e e 


Chart is printed on 32-lb. high grade paper in ONE COLOR at $2 
per copy, or in NINE DISTINCTIVE COLORS at $3 per copy, postage 
prepaid. Colors used in bar graphs afford an excellent chart for fram- 
ing or desk top reference. 


If “cece MAILING is desired add 25c for special 3-ply mailing 
tube. 


QUANTITIES of ten or more copies, for complimentary distribution, 
at reduced prices, on request. 


€ 
Order from 


PUBLIC UTILITIES REPORTS, Inc. 
Munsey Bldg. Washington, D. C. 
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Ditto D-44 


Some utility men take nearly as long to produce copies 
bf their reports as it took to gather that data. Others have 
iscovered Ditto. When you also know the new Ditto D-44, 
jou'll find that it is useful to everybody, every day, every 
our, On practically every routine operation. 


Without type, stencil or ink it makes 300 and more 
tight copies of anything written, typed or drawn... 
te schedules; operating and progress reports; specifica- 
Ons; engineering drawings; service, factory and work 
rders; forms, and the like... 70 copies a minute, in one 
0 four colors at once, 6c for the first 100, 3c thereafter. 
Priginals can be used repetitively—excellent for cumu- 
tive reports. 


~weaw we He ee wwe ee ee Se SS eS 
DITTO, INC. 
2208 W. Harrison St., Chicago, Ill 
Gentlemen: 
Send me copy of your book, “Copies, Their Pla 
Business.” No obligation. 
Make your department more effective—get the whole 
ory of Ditto’s public utility performance on gelatin or 
quid duplicators. Use coupon for free idea-booklet, 
opies, Their Place in Business.” No obligation! 
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Tubular Aluminum Bus at the 140,000. 
volt Croton substation of Consumers 
Power Company near Newaygo, Michigan. 


Supports can be far apart, because tubular find Aluminum Buses performing perfectly under th 

Alcoa Aluminum Bus is rigid. No unsightly most adverse conditions. 
sagging to spoil the appearance of your con- Alcoa engineers will gladly advise you on the typ¢ 
struction. Supports have less burden to carry, for this and size of Aluminum Bus Bar best suited to yo 
conductor is light in weight. Construction can be lighter requirements; tubular, flats, angles or channels 
throughout and less costly. Standard, inexpensive fittings are available. ALUMINU! 
Alcoa Aluminum Buses offer a high degree of thermal Company or America, 2134 Gulf Building, Pittsburgh, 


and electrical efficiency. Corrosion is no problem; you'll Pennsylvania, 
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More than a million in use show that 


wc osonee ROBERT SHAW DIASTAT 


is simpler, stronger, surer! 











All Robertshaw products enjoy the great advan- 
tage of the work carried on constantly at the 
Robertshaw Research Laboratory, a laboratory 
devoted exclusively to the development of im- 
proved designs and production methods in the 
field of automatic temperature control. 
Robertshaw’s stainless steel Diastat — electric- 
welded, solderless, non-corroding—is a Robertshaw product throughout. Into 
it has gone the best that forty years of manufacturing experience—plus un- 
equaled research, product development and manufacturing facilities—provide. 


ROBERTSHAW THERMOSTAT COMPANY 


YOUNGWOOD, PA. 





\\) MORE INCOME FROM GAS RANGES. This different sales manual 
\ not only shows your salesmen how to increase their earnings but 
fires them with enthusiasm to go out and do it. Write for a copy. 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








Ty 







ng good! om. 
ELLIOTT shames 


MAD RIVER 


Ye ar in and year out, smoothly and efficiently, these strainers do their job. 
Many plants have been using Elliott Strainers for years, as in the 
Schuylkill Station of The Philadelphia Electric Company, and Ohio Edison Com- 
pany'’s Mad River Station. These strainers have been in service 16 or 17 years. 
The phantom view of the Elliott Twin Strainer, (below) shows how one basket 
is lifted out for cleaning while the other takes over the job. Cleaning is simple 
— continuous operation assured. 
Single strainers are used for intermittent service. The Mad River Station has 
an Elliott 6-in. Single Strainer in the ash 
sluicing water line which is used three or 
four times a day, thus leaving plenty of time 
for occasional cleaning. y ~~» 
But no matter what Elliott Strainer you i= 
‘may select, Twin, Twin Oil, Single, or Self- . i = : 
Cleaning, you can be sure that you are go- Pat: he ie ~~ we 
( if { 





y 


« 


ing to have a trouble-preventing, depend- 
able piece of equipment. . 
Bring your straining problems to ty aa i 

Elliott engineers. Instructive bulletins 


on all types of straining are yours on 
oO request. Why not write today? 
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| National Electrical Wholesalers Association ends meeting, Hot Springs, Va., 1940. 
Northwest Electric Light & Power Asso. holds sectional meeting, Portland, Py 1940. 











j Pacific Coast Electrical Association ends convention, Oakland, Cal., 1940. 
Westinghouse Agent-Jobbers Association convenes, "Hot Springs, Va., 1940. 





{ Association of Transit Equipment Men of the Middle Atlantic States will hold annual 
meeting, Roanoke, Va., June 6, 7, 1940. 








q om prea Sateienion Telephone Association will convene, Santa Monica, Cal., June 











{1 Missouri Association of Mayors and Other ieee Officials and Missouri Municipal 
Association hold joint meeting, Joplin, Mo., 1940. 





{ The Illinois Telephone Association starts convention, Peoria, Ill., 1940. € 





1 53°09, 19 oe Advertising Association will hold annual convention, Chicago, Iil., June 





1 F hg Gas and Petroleum Association of Canada starts 17th annual convention, Lon- 
‘on, Ont., 





q International Federation of Architects, Engineers, Chemists, and Technicians opens 5th 
national convention, New York, N. Y., 1940. 
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¥ American Institute @ a, Engineers will hold summer convention, Swampscott, 
Mass., June 24-28, 194 





¥ American uriety for Testing Materials will hold annual meeting, Atlantic City, N. J., 
June 24-28, 1940. 





q Edison Electric Institute opens annual convention, Atlantic City, N. J., 1940. 





{ Society for the Promotion of Engineering Education will hold meeting, University of 
California, Berkeley, Cal., June 24-28, 1940. 














{ American Transit Asso. starts regional conference, Roanoke, Va., 1940. 
I New York State Telephone Association convenes, Syracuse, N. Yy., 1940. 
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The Insurance Policyholders’ 


Stake in the Utilities 


They constitute, says the author, the largest single 
group of bondholders in the country and not of the 
so-called bloated variety. Constructive criticism of 
present utility long-term bond contracts from the 
insurance investors’ standpoint. 


By FERGUS J. McDIARMID 


N the folklore of America the cred- 
itor has usually cut a mean and 
sinister figure. The melodrama of 

an earlier generation presents him as 
ahawk-nosed villain in high boots and 
a black moustache threatening to fore- 
close the mortgage on the old home- 
stead unless the beautiful heroine will 
consent to become his bride. Always to 
the vast relief of the audience the fair- 
haired hero returns just in time to re- 
deem the mortgage and give the black- 
hearted mortgagee the beating which 
he so richly deserves. 
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Such imaginative presentations 
would contain a larger element of hu- 
mor were it not for the fact that they 
have reacted unfavorably upon the real 
economic interests of a very large body 
of thrifty Americans. They have 
tended to portray mortgage holders, 
bondholders, and creditors in general 
as a group who deserve very little con- 
sideration in the eyes of public opinion. 
This has helped to create a national 
state of mind which permits great rail- 
road systems and other corporations to 
sink into bankruptcy, suspending inter- 
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est payments on hundreds of millions 
of dollars of mortgage bonds, without 
causing more than a tremor in the na- 
tional consciousness. 


HERE is a group of bondholders, 
the largest single group of them in 
the country, who are not of the bloated 
variety. I have watched representatives 
of this group—they are the life insur- 
ance policyholders of America—paying 
their premiums in our cashier’s office 
in Fort Wayne. A _ weather-beaten 
farmer from the northern Indiana 
plain counts out currency which he 
might have received that day from the 
sale of a load of hogs. A foreman from 
the local General Electric works writes 
a check in a manner which indicates 
that transactions of this size are not 
everyday occurrences with him. A 
middle-aged woman—no fashion plate 
—takes timid inquiry as to the amount 
of loan value remaining in a policy. 
These people, whether they know it 
or not, are bondholders. They, and other 
life insurance policyholders of Amer- 
ica, have a stake of about $4,000,000,- 
000 invested in the public utility in- 
dustry. This stake is concentrated 
heavily in the mortgage bonds of op- 
erating electric and telephone com- 
panies. Last year it increased by over 
$419,000,000, representing 53 per cent 
of the increase in all life insurance in- 
vestments other than public securities. 
At the present time probably close to 
half of the total debt of the electric in- 
dustry is in the hands of life companies 
—if that isn’t true yet, it will be in a 
year or so. This is just another way 
of saying that at least a quarter of the 
entire capital of that industry has been 
provided by life insurance policy- 
holders. 
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H™’ many such policyholders there 
are in this country is somewhat 
of a guess. A figure of 65,000,000 or 
thereabouts is widely quoted. The ex- 
act number doesn’t matter. The impor- 
tant thing is that the small man, the fel- 
low with a mortgage on his house and 
a Chevrolet in his garage, owns a share 
in the utility industry only in rare in- 
stances through the direct ownership of 
securities — stocks or bonds — but 
nearly always indirectly through life 
insurance policies or savings bank ac- 
counts. He can figure on an extremely 
rough basis that for every thousand 
dollars of life insurance he carries he 
has a utility investment of $35. Ten 
thousand dollars of insurance give him 
on a broad average a $350 stake in th 
industry. 

More people, no doubt, have ob- 
tained a share of ownership in the 
utility industry in this manner than 
through all other channels combined. 
It is on behalf of the interest of this 
great army of investors, some large but 
the vast majority of them small, that 
the following arguments and pleas are 
advanced. 

The most important thing to bear 
in mind is that theirs is a bond and not 
a stock interest. As far as this writer 
is aware, the type of the long-term 
bond currently being used in utility fi- 
nance was not revealed to Moses along 
with the Ten Commandments. Rather 
it has evolved very largely since the 
Civil War. Its life span is still to be 
measured in decades. Since during the 
comparatively short period of its ex- 
istence this type of financial contract 
has already given unmistakable ev!- 
dence of imperfection, one is no doubt 
justified in subjecting it to constructive 
criticism. 
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AM a contractual device for the lend- 
ing of money, the modern utility 
bond appears to be heavily weighted 
against the creditor and in favor of the 
borrower. Take the matter of interest 
return, for example. The lender is 
asked to make a long-term commitment 
of his funds at a rigidly fixed rate of 
interest. If prevailing interest rates 
rise from their present unprecedentedly 
low level or if the fundamental credit 
behind the security suffers, the bond- 
holder may see his bond selling many 
points below what it cost him. Under 
such circumstances there is nothing to 
prevent the issuing corporation buying 
in its own bonds at a discount which 
may be great enough to offset all in- 
terest payments heretofore made. 

If the reverse takes place—if inter- 
est rates continue to decline, or if the 
credit improves—is the creditor al- 
lowed to enjoy the benefit of an invest- 
ment which turned out advantage- 
ously? Not at all. By exercise of the 
call feature, the debtor can, by paying 
a small premium, terminate the con- 
tract when it appears that he can bor- 
row on more advantageous terms. The 
premium paid in such an event hardly 
ever compensates the lender for the dis- 
advantage of having to replace his in- 
vestment in a money market which has 
become less favorable to him. The 


writer has yet to come across any 
such financial contract which the lender 
may terminate when it appears that he 
can employ his funds more advantage- 
ously elsewhere. The selection is en- 
tirely against him. 


li is extremely doubtful whether it 
is in the real interests of either bor- 
rower or lender, or indeed of sound 
public policy, for utilities to enter into 
rigid financial contracts for periods so 
long as to be entirely unpredictable. 
Such contracts have been issued in the 
past with almost total disregard for 
the changeability of underlying factors. 
In numerous cases they have been set 
up by private corporations to run for 
over one hundred years. 

How long is long enough for such a 
contract to run? Opinions differ as to 
the period for which it is possible to 
gauge, even roughly, the future earn- 
ing power of an industry. Commercial 
banks are in general unwilling to invest 
in corporate securities maturing be- 
yond ten years. Most security analysts 
will agree that when one tries to peer 
ahead as much as fifteen years, the 
mists which enshroud the shape of 
things to come close in pretty solidly. 
As a practical proposition the writer 
would suggest that except in most un- 
usual circumstances fixed interest se- 
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ern utility bond appears to be heavily weighted against the 


q “As a contractual device for the lending of money, the mod- 


creditor and in favor of the borrower. Take the matter of 
interest return, for example. The lender is asked to make a 
long-term commitment of his funds at a rigidly fixed rate 
of interest. If prevailing interest rates rise from their pres- 
ent unprecedentedly low level or if the fundamental credit 
behind the security suffers, the bondholder may see his bond 
selling many points below what it cost him.” 
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curities should come up for renewal 
and possible adjustment with respect to 
interest rates and other pertinent mat- 
ters at intervals of not over ten years. 
Such a flexible type of financial con- 
tract would certainly be much more 
equitable from the lender’s point of 
view than the present type of long- 
term utility bond, and it is difficult to 
see how it would do substantial injus- 
tice to the borrowing corporation. By 
making provision for periodic adjust- 
ments of interest rates upward or 
downward it would substantially re- 
duce the selection against the lender 
contained in the usual call features. 


M°= important than this it would 
probably aid in conserving capi- 
tal values. By subjecting the borrower 
to periodic scrutiny it would encourage 
him to keep his financial house in order. 
For example, if the borrower should 
begin to pay unearned stock dividends 
or to allow insufficiently for deprecia- 
tion, the bondholders would have an op- 
portunity to call a halt before too seri- 
ous damage was done to their security. 
Under present circumstances they can 
only take positive action after an ac- 
tual default has occurred, in which 
case, as often as not, it is too late to 
force remedial action. 

Also to be borne in mind is the de- 
sirability for change in the protective 
provisions in bond indentures to meet 
changing conditions. Take the matter 
of debt retirement for example. At the 
present time the prospects of the elec- 
tric and telephone industries point 
toward continued expansion, and the 
enforced retirement of existing debt in 
the face of heavy capital demands 
might seem to work an unnecessary 
hardship on the borrowing corpora- 
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tions. However, ten years hence the 
earnings prospects of these industries 
may be such as to demand the initia- 
tion of a heavy program of debt retire- 
ment if the bondholders are ever to get 
their money back. It would greatly 
strengthen their position if they were 
able to enforce such a program through 
a revision of the indenture provisions 
when the need for it becomes obvious, 

A clear-cut illustration of the need 
for some improved mechanism for the 
enforcement of bondholders’ rights 
and interests is presented in the recent 
financial history of a large railroad sys- 
tem serving the Middle West. This 
road has some $220,000,000 of long- 
term mortgage bonds outstanding and 
its common stock is entirely owned by 
two other railroads. In 1939 its net 
earnings available for interest amount- 
ed to little over a third of the 1929 
amount and the mortgage debt has 
been reduced not at all in the interim. 
Worst of all, the owners of the com- 
mon stock, instead of using the declin- 
ing earnings to pay off debt, have over 
the period helped themselves to consid- 
erably more in dividends than has ac- 
tually been earned. Meanwhile the 
bondholders, life insurance companies 
and savings banks included, whose in- 
terests are theoretically supposed to 
come first, are forced to sit by help- 
lessly while their chance of ever being 
paid off rapidly recedes into Never 
Never Land. 


_— objection might be raised that 
such a plan for periodic revision 
of financial contracts between bor- 
rower and lender would be unduly dis- 
turbing to the borrowing corporation 
as well as being troublesome and ex- 
pensive. It may be noted right away 
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Maturity Date of a Bond 


“... the maturity date attaching to a bond has very limited significance. 

It simply defines the period for which a given coupon rate is promised. 

It provides no assurance whatever that the principal will be repaid on 

that date. If market conditions are favorable and if the earnings out- 

look for the industry 1s rosy at the time of maturity, the bondholder can 
probably get out whole if he wants out.” 





that such difficulties are scarcely ever a 
deterrent to a refunding operation 
when the borrower may obtain a reduc- 
tion in interest thereby. They may be 
greatly exaggerated, especially under 
conditions where a large proportion of 
the securities are held by a limited 
number of large financial institutions. 
However, in case the whole idea of 
such periodic revision of bond con- 
tracts appears to be too drastic a de- 
parture from present practice, a simple 
alternative may be suggested which 
would help remove some of the injus- 
tice at present visited upon holders of 
long-term bonds. This plan would pro- 
vide a call feature in the bonds as at 
present, but it would also provide that 
in case the bonds were allowed to re- 
main outstanding, the rate of interest 
paid thereon would undergo a moderate 
increase with the passage of time. Such 
a provision would help compensate the 
lender for the right of the borrower to 
terminate the contract through call. 
Looking through the legal frame- 


work of the modern long-term utility 
bond issue into the substance of the 
matter, what is the real nature of such 
an issue? Does it represent simply a 
loan of money? In my own opinion a 
bond issue to qualify as such a loan 
would have to possess one essential 
characteristic. There would have to be 
definite provision for repayment of the 
principal within a period short enough 
so that the safety of this principal 
would not be bound up very closely 
with the long-term fortunes of the bor- 
rower. Most utility bonds do not pos- 
sess this characteristic. Under the 
most favorable circumstances all that 
the investor is promised is that 1 per 
cent of the debt will be retired an- 
nually—30 per cent over thirty years 
—and in the meantime additional 
equally secured debt may be created 
usually up to 65 or 70 per cent of the 
cost of net property additions. 


I J NDER such circumstances the ma- 
turity date attaching to a bond 
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has very limited significance. It simply 
defines the period for which a given 
coupon rate is promised. It provides 
no assurance whatever that the prin- 
cipal will be repaid on that date. If 
market conditions are favorable and if 
the earnings outlook for the industry is 
rosy at the time of maturity, the bond- 
holder can probably get out whole if he 
wants out. These are big “ifs” when 
looking ahead thirty years. If, how- 
ever, the maturity date finds the com- 
pany under a cloud earningswise, or the 
bond market in stormy weather, the 
best the bondholder can hope for is a 
forced extension of his bonds. At 
worst it may be a signal for a reorgani- 
zation of the capital structure with the 
bondholder receiving securities of a 
more junior type. 

Considering all of these circum- 
stances it does not appear correct to de- 
scribe the position of the holder of 
long-term utility bonds as that simply 
of a lender of money. His position may 
be much more aptly described as that 
of a senior equity holder. Whether he 
likes it or not his fortunes are just 
about as thoroughly frozen into the en- 
terprise as those of the other equity 
holders. In spite of mortgage liens and 
other legal devices the mortgage bond- 
holder is chiefly to be distinguished 
from the equity owners of a utility en- 
terprise in that he has a prior claim on 
earnings. 

How much is this prior claim likely 
to be worth? In the first place it must 
be assigned value in so far as it insures 
stability of income. Aside from this 
the only circumstance where it can 
have much value is in the event of a 
long, slow decline in earnings, in which 
event the bondholders might receive an 
income long after there has ceased to 
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be much available for the stockholders, 


i is, of course, impossible to predict 
the nature of the trend of future 
utility earnings, but the experience of 
the bondholders of a number of bank- 
rupt railroads suggests that the value 
of a prior claim to the earnings of a 
public service corporation may be over- 
rated. (See table on page 649.) 

The general mortgage bonds re- 
ferred to in the table are the larg- 
est single mortgage issue of the 
railroad. In most cases interest pay- 
ments were continued on certain un- 
derlying divisional liens after they 
were discontinued on the general mort- 
gage bonds. 

It will be noted that in most of these 
cases interest on the general mortgage 
bonds was continued for only a rela- 
tively short period after stock divi- 
dends were discontinued ; in two cases 
out of the six for one year only there- 
after. In fairness it must be noted that 
some railroads which have long since 
discontinued stock dividends are still 
paying their bond interest in full. The 
table does prove, however, that in the 
face of a large and sharp decline in 
earnings, a prior claim on earnings is 
of comparatively little value. In the 
utility field such a decline might be 
brought about by a sharp rise in costs 
not offset by rate increases, or some 
radical new development which might 
render the service provided all or 
partially obsolete. A good example of 
the latter type of influence is the effect 
of the automobile on the traction in- 
dustry. 


[ one is willing to recognize the 
utility bondholder’s true status as 
that of a partner in the enterprise 
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rather than as a lender of money, it 
would seem that the present abnormal- 
ly low rates of interest paid on these 
bonds represent something of an injus- 
tice. In the family of utility investors 
his position is rapidly becoming that of 
a financial Cinderella. Take a case in 
point: A certain utility has bonds out- 
standing roughly equal to half of the 
amount of its fixed capital less the de- 
preciation reserve. As is the case with 
most high-grade situations of this sort, 
a large proportion of the bonds are held 
by life insurance companies and other 
financial institutions on behalf of a 
great army of small savers. 

Over the past six years this utility 
has managed to earn a return of over 
8 per cent on the depreciated book 
value of its property. On its electric 
property, which constitutes over 80 
per cent of its total investment, it has 
earned a return considerably in excess 
of that rate. During this period it has 
paid annual dividends on its common 
stock averaging 17 per cent of the 
stated value of that stock. On its mort- 
gage bonds it has been paying 34 per 
cent, and it now proposes to sentence 
its bondholders to thirty years at 2.8 
per cent. 

What is wrong with this picture and 
others like it? In the first place, as 


partners in the enterprise, the bond- 
holders appear to be getting rather un- 
generous treatment. This treatment 
seems to be particularly shabby in view 
of the fact that this utility would no 
doubt claim the right in the eyes of the 
law to earn a return of at least 6 per 
cent on its investment and is actually 
earning considerably in excess of this 
rate. By the low rates of return which 
this and other utilities are paying their 
bondholders, who have supplied a large 
proportion of their permanent capital, 
they would seem to be rapidly under- 
mining their moral right to earn, as a 
public monopoly, a rather high rate of 
return on their total investment. 


Lf ie managements are not to 
blame for this situation. It sim- 
ply results from the impact of record 
low interest rates on the financial set-up 
of the utilities. It strongly favors the 
large investor who usually owns utility 
stocks at the expense of the little fellow 
who has an indirect interest in the 
bonds through the medium of a life in- 
surance policy or savings bank account. 
In the light of this situation the zeal 
of some parties in seeking to force the 
lowest interest rate on the bondholder 
through such devices as competitive 
bidding is hard to understand. 


Chicago & Northwestern 
Missouri Pacific 


New York, N 


Rock Island 


. H. & Hartford... 


St. Louis & San Francisco 


Wabash 


*No common dividends paid. 


e 


Last Interest 
Payment on 
General 
Mortgage 
Bonds 
July, 1935 
Mar., 1933 
Dec., 1935 
Apr., 1933 
Nov., 1932 
Nov., 1931 
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Last 
Preferred 
Dividend 
June, 1931 


Apr., 

June, 1931 
Nov., 1931 
Nov., 1930 


Last 
Common 
Dividend 
J une, 


Jan., 1931 
* 
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There exists in the utility industry 
another type of situation toward which 
the senior security holder has a right 
to take a still less charitable point of 
view. After all, the only reason a 
utility should be permitted any net 
earnings on its investment is to pay a 
return on the capital invested therein. 
Presumably this return should go to 
those who actually put up the money 
that built the plant. 

A few months ago a large utility 
system refunded its bonds with new 
bonds and debentures to yield 3.3 per 
cent and 3.7 per cent, respectively. It 
was brought out in the hearings before 
the SEC that the net contribution of 
the holding company, which owns all 
of the common stock, toward the build- 
ing up of this utility property was a 
negative amount in excess of $5,000,- 
000. Instead of putting anything in 
they actually took out millions of dol- 
lars, covering it up by inflating the 
property account. And the SEC report 
revealed that on this negative invest- 
ment they had paid themselves over 
$26,000,000 in dividends. Then using 
present low interest rates as a lever, the 
holding company has been able to cut 
down the rate of return paid the bond- 
holders who put up the great bulk of 
the invested capital and to increase the 
take on their own “investment,” which 
is secured by something less in the way 
of tangible property than a second 
mortgage on a vacuum. Pushing tech- 
nicalities aside there seems to be very 
little elemental justice in this sort of 
thing. 


ON long-term utility bonds are by 
nature hardly more than senior 
equities, the requirements for stability 
of income on the part of institutional 


MAY 23, 1940 


and other investors might be equally 
well met by stock bearing a low pre- 
ferred dividend which would be a first 
claim on earnings. Such stock might, 
for example, be entitled to a 3 per cent 
preferred dividend. After this the 
common stock might be entitled to 6 or 
7 per cent, with all remaining earnings 
being spread equally over the two 
classes of stock. Such a plan might be 
regarded as a suitable substitute for the 
changes in the bond contract suggest- 
ed earlier in this article. It recognizes 
the fact that the security holder desir- 
ing a prior claim on earnings must 
expect to pay for this priority by ac- 
cepting a lower average yield. It also 
gives weight to the fact that any long- 
term investor in a corporation carries 
a substantial risk and should benefit to 
some extent at least from high earn- 
ings when fortune smiles. Such a plan 
would seem to be much more equitable 
to the senior security holders than the 
present method of utility financing. 

Why do not the life insurance com- 
panies and other financial institutions 
which invest on behalf of the masses of 
our people equalize their situation by 
buying utility common stocks? As far 
as the life companies are concerned 
a number of reasons preclude this to 
any great extent. In the first place the 
operation of these companies is so 
geared as to require stability of invest- 
ment return. Such utility common 
stocks as are available for purchase do 
not in general meet this requirement. 
This is because of the type of utility 
financial structure commonly prevalent 
in this country. 

If a public utility were financed en- 
tirely by common stock, by pursuing a 
conservative dividend policy, the divi- 
dends on such stock could in most 
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Financial Contracts for Utilities 


“Fr is extremely doubtful whether it is in the 
real interests of either borrower or lender, 
or indeed of sound public policy, for utilities to en- 
ter into rigid financial contracts for periods so long 
as to be entirely unpredictable. Such contracts 
have been issued in the past with almost total dis- 
regard for the changeability of underlying factors. 
In numerous cases they have been set up by private 
corporations to run for over one hundred years.” 





cases be made comparatively stable. 
This might even be done in cases where 
the common stock interest represents 
half or more of the total investment. 
However, when this interest is con- 
fined to only a small layer at the bot- 
tom of the financial structure, it is un- 
reasonable to expect much stability in 
common dividends. 

A still greater obstacle to the invest- 
ment of such trust funds in utility 
equities is the holding company. This 
is because it is possible to invest in the 
common stock of a large part of the 
utility industry only through the pur- 
chase of holding company securities. It 
is a well-known fact that the great ma- 
jority of holding company stocks form 
no fit depository for funds where sta- 
bility of income and security of princi- 
pal are weighty considerations. 

Then, of course, there are the state 
laws governing the investment of life 
insurance and other trust funds. Some 
states do not even permit these funds to 
be put into utility preferred stocks. In 
practically all states legal restrictions 
severely limit, sometimes practically 
prohibit, their investment in utility 
common stocks. As matters now stand, 
the investment of life insurance assets 
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in the utility industry is of necessity 
confined to bonds and a very limited 
amount of preferred stocks. 


HIS article has been concerned 
mainly with the interests and 
rights of the great army of investors, 
mostly on a small scale, who through 
the ownership of life insurance polli- 
cies, savings accounts, and trust funds 
collectively have a huge stake in the 
utility industry. This stake exists very 
largely in the form of bonds of utility 
operating companies. It is the writer’s 
contention that the modern utility bond 
as an instrument of corporate finance 
is in general much more favorable to 
the borrower than the lender. This is 
certainly true of the call features 
through which the contract may be 
terminated by the borrower prior to 
maturity. In fact the whole idea of a 
financial contract issued by a private 
corporation which is entirely rigid as 
far as the lencler is concerned, and runs 
far into the unforeseeable future, 
seems in the light of past experience 
to be unrealistic. 
In making an investment of this 
sort with very incomplete or no provi- 
sion at all for systematic repayment of 
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principal, the bondholder becomes a adjustment at the request of either 
tner in the enterprise rather than a party. 
se sable P 2. If a long-term bond is callable by 


lender of ee This eae © the borrower but is allowed to remain 
not given recognition in the extremely outstanding, the rate of interest paid 
low and rigidly fixed rates of interest thereon should increase moderately 
now being paid on long-term utility with the passage of time. 

bonds. 3. Utilities should not finance 


. through fixed interest securities. In- 
To overcome at least partially these stead, the requirements of those seek- 


objections, three practical and alterna- ing stability of income might be met by 

tive suggestions have been offered: preferred stock whose dividends would 

be a first claim on earnings and which 

1. Rigid fixed interest contracts would also participate in excess earn- 

should usually not run for periods of ings above a given level on the com- 
over ten years without provision for mon stock. 
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The American Turn of Mind 


4 gf Ree difference between prosperity and adversity depends 

on the state of mind of the business man of the nation. 
If the business man thinks that things are going to get worse, 
then his only interest is to save what he has. He seeks to put 
it into government securities or to put it into the banks. He 
does not try to invest it to make his money earn a return, but 
merely to save it. If, on the other hand, he thinks that condi- 
tions are going to improve, if he thinks there is a chance to 
make a profit by investing his money in developing business and 
industry, then instead of money going into the banks it will go 
into active investments. 

“What I am interested in is the mental attitude of the people 
of America and their viewpoint of the Congress of the United 
States. If they believe that Congress is interested in establish- 
ing sound and safe conditions, that Congress is studying the 
problem of expenditures, and that Congress means to be con- 
siderate of the taxpayer, the American people will invest their 
money in industry and people will be employed in industry and 
manufacture and in making use of the great natural resources 
of the land.” 

—Atva B. ADAMs, 
U. S. Senator from Colorado. 
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California’s Central Valley 
Reclamation Project 


To balance nature’s water resources, declares the author, the govern- 

ment kas commenced a $170,000,000 undertaking which includes the con- 

struction of two large concrete dams, 350 miles of main canals, 200 

miles of power transmission line, the highest double-deck bridge in the 

world, and scores of auxiliary structures such as siphons, bridges, 
tunnels, and pumping plants. 


By CHARLES F. BERRY 


nature’s water resources are out 

of balance with the needs of man. 
Part of the valley is ravaged by sea- 
sonal floods, while part is scourged by 
drought. So far has water develop- 
ment fallen behind agricultural growth 
that thousands of acres of America’s 
richest agricultural land are being 
abandoned. 

Man himself is largely responsible 
for the upset. Navigable the year 
around for a distance of nearly 200 
miles in the days of ’49, the Sacra- 
mento river now changes from a shal- 
low stream in the fall to a raging tor- 
rent in spring, due to the destruction of 
watershed cover by lumbering, fires, 
and, in one area, poisonous copper- 
smelter fumes. With a recorded spring 
run-off of 610,000 second feet, the 
flood potentialities of the Sacramento 
are exceeded in the United States by 


I California’s great Central valley 


only the Mississippi, Ohio, and Co- 
lumbia rivers. 

To restore this balance the U. S. 
Bureau of Reclamation has com- 
menced one of its greatest undertak- 
ings, the $170,000,000 Central Valley 
project, which includes the construc- 
tion of two large concrete dams, 350 
miles of main canals, 200 miles of 
power transmission line, the highest 
double-deck bridge in the world, and 
scores of auxiliary structures, such as 
siphons, bridges, tunnels, and pump- 
ing plants. 

First conceived in 1873, the project 
was finally adopted as a Bureau of 
Reclamation undertaking in 1935. 
Naturally the problem of adjusting 
water rights in so vast an undertaking 
was complex. To date negotiations on 
water-right matters are now active or 
nearing consummation with owners 
representing 1,420,000 acres. 
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Briefly, the problem is one of water 
conservation and regulation. This in- 
land agricultural empire of a million 
people, extending between Califor- 
nia’s coast range and the Sierra Ne- 
vadas, stretches 500 miles in length and 
from 50 to 100 miles in width. The 
valley comprises two river systems, the 
Sacramento flowing from the north 
and the San Joaquin from the south 
to join at San Francisco bay. The Sac- 
ramento and its tributary watersheds 
produce two-thirds of the water sup- 
ply, while the agricultural lands to the 
south have two-thirds of the need. 


HE main purposes of the project 
are threefold : To control the flood 
waters of the Sacramento river; to 
flush the rich delta region of salinity 
caused by the encroachment of salt wa- 
ter from San Francisco bay ; and to di- 
vert surplus waters from the Sacra- 
mento to the semiarid lands of the San 
Joaquin valley in the south. In addi- 
tion to these major problems is the task 
of furnishing much needed water for 
domestic and industrial use to a dozen 
small cities in Contra Costa county. 
Altogether the supply is ample. The 
Sacramento, mightier than the Colo- 
rado, has a mean run-off of 21,000,- 
000 acre feet, as compared with ap- 
proximately 16,000,000 for the latter. 
With only 700,000 acres of the 6,000,- 
000 acres of agricultural land of the 
valley to be irrigated, more than 60 per 
cent of the flow has been allowed to run 
uncontrolled to the sea. The San Joa- 
quin valley, on the other hand, with 
2,230,000 of its 18,000,000 agricul- 
tural acres already serviced by irriga- 
tion, has a mean annual run-off of only 
8,500,000 feet. 
Key to the project is the two con- 
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crete dams, Shasta dam just below the 
junction of the Pit, McCloud, and Sac- 
ramento rivers, and Friant at the point 
where the San Joaquin emerges from 
the mountains. At present there are 
within the state more than 600 dams 
for irrigation, domestic waters, power, 
and flood control, impounding a total 
of 7,250,000 acre feet. When com- 
pleted, Shasta and Friant dams will 
impound 5,020,000 acre feet, increas- 


ing the state’s aggregate by 70 per cent. 


M°? important structure of the 
project is the Shasta dam, lo- 
cated near Redding, some 220 miles up 
the Sacramento. When completed this 
will be the highest gravity type struc- 
ture in the world, rising 560 feet from 
the foundation, a slightly curved struc- 
ture, 3,500 feet on the crest, and 580 
feet thick at the base. Second only to 
Boulder dam in height and exceeded 
only by Grand Coulee in mass, it will 
require 5,600,000 yards of concrete. 

From a 375-foot length of spillway 
in the center of the dam, water will 
have a drop of 480 feet. Outlets will 
be provided through the dam at three 
elevations, and a hydroelectric plant at 
the base of the dam will accommodate 
five main power units, each to consist 
of a 75,000-kilowatt generator driven 
by a 103,000-horsepower turbine. The 
dam is being constructed by Pacific 
Constructors, Inc., a syndicate of 
twelve contractors, at a contract figure 
of $35,939,000. Grant Bloodgood is 
the Reclamation Bureau’s field engi- 
neer at the dam. 

With a tributary drainage area of 
6,665 miles, Shasta dam will back up 
the waters of the Sacramento, Pit, and 
McCloud rivers each for a distance of 
35 miles to create a reservoir with a 
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gross storage capacity of 4,500,000 
acre feet. This reservoir will serve to 
stabilize the year-round flow of the 
Sacramento, checking the seasonal 
waste of flood waters and increasing 
the flow at dry periods to keep the river 
navigable. 

This stabilization will have another 
effect in pushing back the salt water 
from the river’s mouth and flushing 
some 400,000 acres of lush delta lands 
of their salinity. A minimum flow of 
3,200 second feet is estimated suffi- 
cient to save this region from the sea- 
sonal intrusion of salt water. 


r addition to other accomplishments, 
Shasta dam will generate 1,500,- 
000,000 kilowatt hours of electricity 
annually for municipal, industrial, and 
agricultural use. Finally, the river, in 
addition to furnishing ample water to 
users along its entire route, will fur- 
nish a surplus to be diverted into the 
Contra Costa and San Joaquin canals. 

The first section started of the gi- 
gantic project was the 46-mile Contra 
Costa canal, which will bring a de- 
pendable supply of domestic, agricul- 
tural, and industrial water to the cities 
lying just east of San Francisco bay. 
The water supplies of this region with 
a present population of 30,000 in the 
cities of Antioch, Oakley, Pittsburg, 
Port Chicago, Walnut Creek, Clyde, 
Pacheo, Concord, and Martinez have 


been obtained from wells and from the 
San Joaquin river. Continuous pump- 
ing, however, has so lowered the water 
table that brackish and salt water has 
entered the wells. Several of these 
cities are now pumping the water from 
the San Joaquin into storage basins. 
As the San Joaquin at the delta is itself 
saline except during the high water of 
the spring, these communities are ob- 
viously in a precarious situation. 


HE Contra Costa canal will take 

350 second feet of water at sea 
level from Rock Slough on the San 
Joaquin river near Knightsen, and 
four pumping plants will lift the water 
to an elevation of 124 feet where it 
will flow by gravity. Included in the 
first 20-mile section already completed 
are four reinforced concrete siphons 
and four farm bridges. 

All the main canal past the first 
pumping plant will be lined with 3-inch 
concrete. The initial capacity is 350 
cfs., which will be reduced to 256 cfs. 
The canal here is 25 feet wide at the 
water surface, 7 feet wide at the bot- 
tom, and 7 feet, 4 inches deep. In- 
volved in this contract are eight rein- 
forced concrete siphons, five highway 
bridges, several farm bridges, and a 
1,360-foot, 5-inch concrete-lined tun- 
nel, which will dump into a 300-acre 
feet reservoir near Martinez. Arrange- 
ments are being made for preliminary 


e 


project are threefold: To control the flood waters of the 


q “THE main purposes of the [Central Valley Reclamation] 


Sacramento river; to flush the rich delta region of salinity 
caused by the encroachment of salt water from San Fran- 
cisco bay; and to divert surplus waters from the Sacramento 
to the semiarid lands of the San Joaquin valley in the south.” 
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use of a portion of the canal on an in- 
terim basis to serve several communi- 
ties with such water as may be avail- 
able in Rock Slough. Normal use of 
the canal is not possible until the com- 
pletion of Shasta dam — probably in 
1944. 


| i an experiment in cooperation with 
the Asphalt Institute, two short 
strips of asphaltic concrete lining are 
being used to test the comparative 
merits of Portland cement and asphal- 
tic lining. 

The deficiency in irrigation increases 
with the distance south. In San Joa- 
quin valley, as in the north, much of 
the trouble is man made. So excessive 
has been the tapping of the under- 
ground water supply that in many sec- 
tions pumps, which found the table at 
from 12 to 20 feet a score of years ago, 
are now reaching to the 350-foot level. 
Nearly 50,000 acres of agricultural 
land have already been abandoned and 
200,000 acres are in immediate danger. 
In all, more than a million acres are 
threatened. 

Friant dam on the upper San Joa- 
quin, 20 miles above Fresno, will cre- 
ate a reservoir with a gross capacity 
of 520,000 acre feet, for irrigation, 
storage, and flood control. The major 
flow from this reservoir will be re- 
leased into the new Friant-Kern and 
Madera canals to serve those counties 
where failure of underground supplies 
is most acute. 

The dam will be a sizable straight 
gravity-section structure 300 feet high 
and 3,400 feet long on the crest, with 
a 300-foot spillway over the river sec- 
tion. Outlet conduits will be provided 
for river regulation and to supply the 
two canals. 
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HE Kern-Friant gravity canal will 

fork off behind Friant to carry 
most of the San Joaquin’s waters 160 
miles to the southwest. Lined with 3- 
inch reinforced concrete, the “young 
river,” 68-feet wide at the water sur- 
face and 15 feet deep, will have a carry- 
ing capacity of 3,500 second-feet for 
the first 30 miles, decreasing with the 
amount of water taken out. Before 
reaching its terminal in the fast dying 
Kern river, the canal will cross the 
Kings, Kaweah, and Tule rivers. 

The Madera canal, extending 40 
miles northwest to the Chowchilla 
river, will be 32 feet wide at the wa- 
ter’s surface, 10 feet wide at the bot- 
tom, and will carry water 9 feet deep 
at an initial capacity of 1,000 second- 
feet. The first 600 feet of the canal 
will be built under the general contract 
of the dam. The next 84-mile section, 
now under construction, will include 
three siphons, three highway bridges, 
seven farm bridges, three overchutes, 
two culverts, and a wasteway. 

These major project features do not 
in themselves comprise an absolutely 
complete system, for additional works 
are necessary to convey water from the 
main canals to the individual farms. 
The Central Valley Project, as now set 
up, does not provide for the construc- 
tion of laterals, the plan being to sell 
water at the side of the main canals to 
organized irrigation and water storage 
districts and others. Several operating 
districts are in a position to buy a sup- 
plemental water supply, and other dis- 
tricts are being organized. In some dis- 
tricts there is as yet no organization of 
potential water users. Cost of the wa- 
ter to districts has not yet been deter- 
mined. In setting the rate the govern- 
ment is expected to take into considera- 
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Deficiency in Irrigation 


. “= deficiency in irrigation increases with the distance south. In 

San Joaquin valley, as in the north, much of the trouble is man 

made. So excessive has been the tapping of the underground water sup- 

ply that in many sections pumps, which found the table at from 12 to 20 

feet a score of years ago, are now reaching to the 350-foot level. Nearly 

50,000 acres of agricultural land have already been abandoned and 
200,000 acres are in immediate danger.” 





tion both the cost of the project as a 
whole and the amount each district is 
able to pay. 


> damming the head waters of the 
San Joaquin at Friant to divert 
them to Madera, Fresno, Tulare, 
Kings, and Kern counties, the problem 
was complicated by the fact that the 
unregulated flow of the San Joaquin is 
covered by water rights of long stand- 
ing. Under an exchange plan, waters 
diverted from the Sacramento river 
will be supplied to certain crop lands in 
lieu of their San Joaquin water rights. 
The exchange plan will furnish 55 per 
cent of the waters for project purposes. 

Adjustment of the riparian, pre- 
scriptive, and appropriative rights of 
grass lands and crop lands has already 
consumed two years of work by the 
legal staff, although so far no litiga- 
tion has been necessary. For 130 miles 
along the San Joaquin river, from 
Friant to Merced river, there are ap- 


proximately 300,000 acres of grass 
lands, the water rights of which will 
be acquired for use at Friant dam. Al- 
though these lands will not be deprived 
of all their water supplies, they are ex- 
pected to yield more than 745 acre-feet 
of water for diversion into Madera and 
Friant-Kern canals. 


Sea crop lands along the San Joa- 
q 


uin river are estimated at 260,- 
000 acres. It is planned to furnish 
these lands, which for the past seventy- 
five years have been served with grav- 
ity canals heading in the San Joaquin 
river, with Sacramento river water in 
lieu of their present supply, and thus 
secure the right to withhold in Friant 
reservoir or divert equivalent quanti- 
ties of San Joaquin waters. 

Between Friant dam and Merced 
river there are three diversion struc- 
tures, the main one a 20-foot concrete 
dam at Mendota, 60 miles down- 
stream. Some 65 per cent of the crop 
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lands of the entire valley are served by 
gravity canals heading in at Mendota 
pond, which stands at 160 U. S. G. S. 
datum. The elevation at which the 
Friant-Kern canal takes out is 452 
feet. Thus the exchange plan requires 
delivery of Sacramento river waters 
to the maximum of 160-foot elevation 
and permits the equivalent San Joaquin 
river exchanged water, amounting to 
826,000 acre feet annually, to be im- 
pounded in Friant reservoir at 452- 
foot elevation. 

These 230,000 acres of crop lands 
are now served by one utility, the San 
Joaquin & Kings River Canal & Ir- 
rigation Co., and by three mutual wa- 
ter companies. The exchange contract, 
including the mutual companies, af- 
fects 2,314 individual stockholders and 
irrigation contracts. In the same val- 
ley in both crop and grass land areas 
are over 100,000 acres of riparian 
lands, the rights of which being ap- 
purtenant to the land cannot be con- 
veyed. Government contracts provide 
for disclaimers which permit the use of 
such waters. 


r the exchange contracts between 
the United States and the utility 
and mutual companies the rights are 
summarized in a schedule of mean 
daily flows, ranging from a minimum 
372 second-feet in January to a maxi- 
mum of 2,316 second-feet in July, 
which represents the limit of the rights 
of the companies to San Joaquin river 
waters. Under the contracts the com- 
panies are entitled to the specified max- 
imum if that quantity would have been 
available to them in the absence of 
Friant dam. Not all the specified ex- 
change waters, however, must come 
from the Sacramento river, for in cer- 
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tain months waters will be available 
from tributary streams entering the 
San Joaquin between Mendota pond 
and Friant dam. A clause in the ex- 
change agreements provides that mini- 
mum of 72 per cent of the exchange 
waters shall be delivered to the crop 
lands, aggregating 234,000 acres. 
The quality of water formed as im- 
portant a part in the discussions as the 
question of quantities. For the past 
two years from 40 to 50 samples a 
month have been taken at points on the 
Sacramento and San Joaquin rivers 
and tributary streams for analysis at 
the U. S. Bureau of Standards labora- 
tory in San Francisco. Drain waters 
are also sampled. The Sacramento 
river waters near Shasta were found 
to have 100 parts per million, and 
those at Friant, 30 parts per million. 
The relative constituent parts in May, 
1939, were: 
Sacramento San Joaquin 
River River 
HCOs Bicarbonates... 


73 
HCs Sulphates ok 
Ci Chlorides 3.3 


|. enwenn the Sacramento waters 
had long been found satisfactory 
for irrigation, the San Joaquin 
farmer, accustomed to an unusually 
low content of total solids, questioned 
the quality. In a thorough investiga- 
tion, Dr. W. P. Kelley, professor of 
agricultural chemistry at the Univer- 
sity of California, Warren R. Schoon- 
over, of the same institution, and Dr. 
Frank M. Eaton, physiologist of the 
U. S. Bureau of Agriculture, stressing 
the importance of drainage, concluded 
that water containing 300 p.p.m. total 
solids would be permanently satisfac- 
tory to the San Joaquin crop lands, 
provided not more than one-third of 
the 300 parts should be chloride, nor 
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more than 50 per cent sodium. The 
committee also advised that the water 
should be considered satisfactory if the 
moving average calculated weekly for 
any one year did not exceed 400 p.p.m., 
or for any one month, 600 p.p.m., pro- 
vided the 5-year moving average was 
within the stated limit. 

Transportation of the Sacramento’s 
waters will be accomplished by the 
Delta cross channel and San Joaquin 
pumping system. Through a maze of 
550 miles of channels and sloughs, 
which comprise the Sacramento and 
San Joaquin delta, the 24-mile cross 
channel will carry the exchange wa- 
ters to that part of the delta made by 
the San Joaquin alone. 


i hon objective of the San Joaquin 
pumping system is to deliver the 
exchange waters to Mendota pond, 100 


miles up the San Joaquin river at an 
elevation of 160 feet. By means of five 
pumping plants and a series of collaps- 
ible-type dams the water will be car- 
ried 72 miles upstream to an elevation 
of 68 feet. At this point the waters 
will leave the river bed and by means 
of five more pumps will be lifted 23 
miles to a point where they will! flow by 
gravity the remaining distance to Men- 
dota pond, thus completing the trans- 
action of exchange. Pumping will be 
accomplished by power generated at 
Shasta dam, a preliminary estimate of 
the annual power requirement being 
230,000,000 kilowatt hours. 

Supervising engineer in charge of 
the project for the Bureau of Reclama- 
tion is Walker R. Young. The field 
office is at Toyon, California, with 
Ralph Lowry as the construction engi- 
neer. 





Communism Too Reactionary 


¢ ‘Mi quarrel with my Communist friends is not that Com- 
munism ts too radical. My quarrel with Communism 
is that it is too reactionary. My quarrel with the extreme New 
Dealers is not that they are too liberal, but that they are too 
reactionary ; that they want to recreate the type of society where 
centralized control regulates and governs men, the type of so- 
ciety that existed for ages when large elements of the popula- 
tion starved each year; that they want to substitute it in place 
of the liberal doctrine which was the basis of the foundation of 
this country and which created the marvelous economic progress 
of our time.” 
—WENDELL L. WILLKIE, 
President, Commonwealth & Southern Corporation. 
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Will the Washington Plan Work 
With Gas Utilities? 


The author explains why in his opinion the plan 

may not be so effective in producing gas rate re- 

ductions as it has been in bringing about electric 
rate decreases. 


By C. EMERY TROXEL 


ANY persons I know are con- 
tinually scrambling for “‘bar- 
gains” and gifts. Without re- 

gard for time or method they will fight 
to get something for nothing. And 
buyers of gas and electricity are not 
free from this characteristic. Conse- 
quently, this may be one way of ac- 
counting for their enthusiasm for the 
Washington Plan of earnings control 
because they believe, judging from rate 
reductions of Potomac Electric Power 
Company, that it will magically bring 
forth one rate reduction after another. 
Failing this, the Plan would be as 
worthless to such buyers as no plan. 


N° one will question the wonders of 

the Plan in reducing Washington 
electricity rates. But, to the chagrin of 
its supporters, it has not shown the 
same estimable results when it or some- 
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thing similar to it has been applied to 
gas-rate control in this country. The 
Boston sliding-scale experience’ lasted 
about twenty years, and apparently it 
was never pleasing. Several forms 
similar to the Boston pattern, of course, 
have been in use for many years in 
England. The Detroit Plan, which re- 
sembled the Washington one, evi- 
denced bungling, disappointed gas cus- 
tomers, and finally stumbled on a legal 
snag. Even in Washington, in the very 
city of many recent electric rate reduc- 
tions, the Washington Plan in four 
years has brought forth but a little 
more than $460,000 of accumulated 
gas-customer savings, less than the last 
reduction of Washington electric rates. 

Hence the question raised by the 
title of this article: Can the Washing- 
ton Plan work as well for gas com- 
panies as for electric companies? This 
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interrogation may be turned around, of 
course, so that we are asking ourselves 
whether it works better in the electric 
industry. It should not be assumed 
that, because it works well as a plan of 
control in Washington, it therefore 
follows that it is necessarily the most 
desirable means of public utility regu- 
lation. 


| bs us first examine the Plan itself, 
without necessarily confining our- 
selves to the experience of the Wash- 
ingtonians. Most readers of these 
pages are acquainted, at least in a gen- 
eral way, with the mechanics of the 
Plan, which are fairly simple. Just by 
way of background, here is a thumb- 
nail sketch: 

Following almost a decade of rate 
litigation, the Plan was installed in 
1924 more or less as a compromise 
between the Potomac Electric Power 
Company and the public utilities com- 
mission of the District of Columbia. 
Fortunately, there was a court valua- 
tion of the utility’s property handy, 
upon which both sides were willing to 
agree as a foundation for a fixed rate 
base, subject to regular adjustments 
at cost, for plant improvements, addi- 
tions, and retirements. This unusual 
circumstance alone gave the original 
Washington Plan a smooth flying start 
which could hardly be hoped for by 
even the most confirmed optimists. 

The original plan limited the com- 
pany’s profit to a basic return of 74 
per cent on this agreed rate base. On 
top of this came the celebrated profit- 
sharing provision. Any excess over the 
basic rate of return was to be divided 
between the company and its cus- 
tomers—the latter receiving their share 
by way of rate reductions. There was 


661 


also provision for periodical investiga- 
tion of the records to form the basis 
of the annual melon cutting, if any. 
The whole business was incorporated 
into a consent decree and filed with the 
District of Columbia Supreme Court. 

The original plan rocked along 
pretty well until it struck the bottom 
of the depression in 1932. Then the 
commission decided that the utility was 
making entirely too much money—re- 
ductions or no reductions. Whereupon 
it ordered a modification of the plan 
which reduced the basic rate of return 
to 7 per cent and increased the cus- 
tomer’s share of the excess earnings on 
the following sliding scale : 50 per cent 
on profits between 7 and 8 per cent; 
75 per cent between 8 and 9; and five- 
sixths of all profits in excess of 9 per 
cent return. 

Slight adjustment in favor of the 
company was also made to provide for 
automatic rate increases to offset any 
running deficit in company earnings 
below the basic rate of return. So far 
no such deficit has ever occurred. The 
electric company accepted the altered 
plan after a court skirmish and that 
is about the way the Plan works today, 
except that the basic rate of return has 
since been cut to 6 per cent. 

Since December 16, 1935, a nearly 
identical plan has been applied to the 
Washington Gas Light Company. 
After a basic return of 63 per cent on 
the initial valuation of $21,000,000, 
50, 75, and finally 834 per cent of each 
additional one per cent of excess earn- 
ings are to be used for rate reductions. 

Not expecting unanimous agree- 
ment, I assert that property valuation 
under the Plan will be at or near pru- 
dent investment as this measure is com- 
monly defined. Property additions and 
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withdrawals will be similarly com- 
puted. This is an arbitrary rule, but 
rationalization is after all a character- 
istic of the whole procedure. The Plan 
amounts to a projection into the future, 
and, therefore, one must be mad or 
clairvoyant to think that he can fix the 
reproduction cost for this future. To 
those mourners of reproduction cost 
who wail about the rising cost of prop- 
erty replacement when instead they may 
really be mourning the loss of monop- 
oly profits, it can be said that the aban- 
donment of the Plan is to be expected 
during wars and inflationary crises. 
gee must be shown in the some- 
what arbitrary choice of the basic 
rate of return and the proportionate 
division of the excessive and deficient 
returns between management and the 
customers. The practice must be so de- 
vised that it invites improvements and 
alertness of management without, at 
the same time, serving to cover up 
monopoly returns. Selection of these 
figures will doubtless be affected by the 
company’s financial structure. 

In selecting the rate schedules under 
which the Plan will begin to operate, 
there will be some consequences on fu- 
ture rate reductions. Paradoxically, the 
higher the rate schedules being used in 
the beginning, the greater the future 
rate reductions and the more the con- 
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sumers may laud the Plan’s operation, 

Necessarily there must be controls of 
company expenditures, and the ac- 
counting system and its supervisors 
must provide circumscription in this di- 
rection. Perhaps the submission of a 
company budget each year will be help- 
ful, but this will not be designed to 
make a governmental institution—hal- 
anced budgets, etc.—of the company. 
Such matters as managerial efficiency, 
service control, and duration of the 


Plan are also factors. 
A an additional part of this ap- 
proach, consideration must be 
given to the reason for or source of any 
earnings reduction under the Plan. To 
put it more plainly, we must list the 
ways in which the profitability of these 
two kinds of companies may be con- 
trasted. First, technological changes 
and other innovations may be a promi- 
nent way of getting more dividends for 
the investor. Next, increases in de- 
mand may lead to greater returns, par- 
ticularly when a more economical scale 
of operations is used. Third, there are 
monopoly returns without regard to 
any of the other sources of profit 
change. Any existing public utility 
company is not frequently investigated, 
and the legal requirements of the tradi- 
tional way of regulation make closeness 
of earnings control difficult. Dispens- 


“ANY existing public utility company is not frequently in- 
vestigated, and the legal requirements of the traditional way 
of regulation make closeness of earnings control difficult. 
Dispensing with the other ways of increasing profits, there ts 
no obvious reason to believe that an electric company has, for 
instance, better management or a greater opportunity for 
strictly windfall profits than has a gas company.” 
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ing with the other ways of increasing 
profits, there is no obvious reason to 
telieve that an electric company has, 
for instance, better management or a 
greater opportunity for strictly wind- 
fall profits than has a gas company. 
Let us consider first the matter of 
technological changes and other inno- 
vations in these industries. At the pres- 
eit time it seems to be frequently be- 
lieved that the manufactured gas busi- 
ness is more mature, even less virile in 
a business sense, and sometimes more 
stagnated or decadent than the electric 
industry. Knowing that gas company 
managers are quite sensitive to such 
tak, I may be wrathfully requested to 
show the “facts.” But I cannot find 
such redoubtable evidence. I must rely 
to some extent on intuitive thinking or 
rule-of-thumb generalizations. 


N° discussion of economical 
changes in the techniques of pro- 
duction—the very life of capitalism, 
so some people think—fails to give a 
lengthy account of electricity produc- 
tion, but all or nearly all of them omit 
completely the manufactured gas in- 
dustry. Perhaps, however, this com- 
mon judgment is mistakenly associated 
with what some gas men lament, the 
obsession of inventors and the popu- 
lace to electrify everything. Yet the 
only remarkable change of the gas in- 
dustry in the last one or two decades is 
the perfection of long-distance trans- 
mission of natural gas. And still the 
costliness of these pipe lines, largely be- 
cause the gas fields are in remote parts 
of the country, limits the profit increase 
from this source. 

Nor does the gas industry, notably 
the manufactured part, appear to have 
had the opportunities for the same 
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measure of central-station or large- 
scale economies that have been the 
good fortune of the electricity business. 
Unquestionably there have been econo- 
mies for gas sellers in this direction, 
but no one has yet seen a counterpart of 
electric companies’ “super” systems. 
Apparently the cost of distribution pre- 
sents an unconquered difficulty of get- 
ting the gas companies—again especi- 
ally the manufactured ones—out of the 
“local” class of public utilities. Per- 
haps this may be partly explained 
by the fact that the gas business started 
earlier and matured and effected most 
of its economies of production sooner 
than the electric industry. 


HERE seems to be enough evidence 

about production economies to 
permit the conclusion that, regardless 
of the mode of regulation, rate reduc- 
tions ought to be larger and more fre- 
quent for electricity than for gas. 
Under the Washington Plan, there- 
fore, this seems to be a reason for a 
larger number of successive rate reduc- 
tions for electricity. Indeed, scarcity 
of current innovations in gas oper- 
ations may make a few small rate 
changes in the last four years, as in 
Washington, about right for the 
amount of such changes. For at least 
this reason the unknowing man of the 
street probably gets more of his treas- 
ured rate reductions when the Plan is 
fastened to an electricity business 
rather than a gas company. 

Another way to higher profits and 
lower rates is through increases in de- 
mand for the service. Obviously these 
increases in demand must be associated 
with some production economy such as 
lower unit costs with larger and larger 
scales of output or otherwise there is 
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Growth of Sales 


ce HROUGHOUT the last decade or two the growth 

in electricity sales has outstripped those of gas 
companies. During the troubled times since 1929 the 
sales record of the electric industry has been better 
than that of its rival utility industry. Domestic sales 
of electricity rose throughout the depression instead 
of declining, as did similar sales of both manufactured 


and natural gas.” 





no basis for lower rates. Taking first 
the factor of increases in demand, there 
is more factual evidence on the advan- 
tages of electricity than there is in the 
case of innovations. Throughout the 
last decade or two the growth in elec- 
tricity sales has outstripped those of gas 
companies. During the troubled times 
since 1929 the sales record of the elec- 
tric industry has been better than that 
of its rival utility industry. Domestic 
sales of electricity rose throughout the 
depression instead of declining, as did 
similar sales of both manufactured and 
natural gas. For commercial and in- 
dustrial sales in the same years the elec- 
tric industry made a slightly better 
showing than manufactured gas com- 
panies but was slightly under the record 
of the rejuvenated natural gas indus- 
try. In terms of net income, as these 
data are reported to the Treasury, a 
similar advantage was revealed for the 
sellers of kilowatt hours. For electric 
companies there was a greater increase 
in the amount of net income during the 
’20’s and smaller decrease in depression 
years than there was for gas companies. 


ORE new markets have been found 
for electricity than for gas. For 
domestic uses the new and continually 


enlarging consumption of electricity 
for refrigeration and miscellaneous 
household purposes has been a develop- 
ment of which the gas men are right- 
fully envious. To keep pace with the 
expansion of their fellow utility oper- 
ators it is just such new markets that 
the sellers of gas want and need. 

Gas is waging a game fight for 
refrigeration trade but doubtless 
feels the electric pressure in the cook- 
ing field. From its newly gained 
access to natural gas, the gas indus- 
try, however, is beginning to nibble 
at the house-heating market. Even 
here, nevertheless, the increase in sales 
may not be particularly profitable be- 
cause of the competition from coal and 
oil. In terms of new markets and en- 
largement of old ones the gas industry 
is more nearly “holding its own” in the 
industrial field, where again the effect 
of improvements in transmission of 
natural gas is an influential factor. 

There is no information which 
shows conclusively that economies of 
large-scale operation are greater for 
electricity than for gas. Most persons 
probably would guess for various em- 
pirical reasons that the electric indus- 
try has the best past showing in this re- 
spect. But there need be no resort to 


MAY 23, 1940 664 


ee ee ee LS le ll el le 





WILL THE WASHINGTON PLAN WORK WITH GAS UTILITIES? 


intuitive reasoning, if it is assumed 
that the economies of ‘“‘mass” produc- 
tion are the same for the two indus- 
tries. With this assumption the greater 
increases in electricity demand have 
provided an opportunity for greater de- 
creases in electric rates. 


| eee too, the increases in de- 
mand for electric companies’ serv- 
ice have led to a greater improvement 
in the load factor than have the demand 
increases of the gas industry. For load- 
factor improvement, sales of electricity 
for refrigeration and cooking have 
been particularly desirable. But the 
same cannot be said for more house- 
heating sales of gas. If anything, the 
house-heating business has lowered the 
load factor because of the highly sea- 
sonal nature of this kind of business. 
Increasing demand is another way 
in which successive rate reductions 
may be obtained under the control of 
the Washington Plan. An electric com- 
pany under the supervision of this Plan 
will probably show a larger number of 
reductions than a gas company. 
However, because innovations and 
increases in demand are likely to con- 
tribute to greater rate reductions for 
electricity than for gas, it follows that 
rate reductions alone are not a suitable 
measure of the efficiency of the Plan. 
It is not a fault of the formulation or 
administration of the Washington Plan 
that there is a scarcity of technological 
changes and demand enlargements in 
the gas industry. But this fact may not 
be easily understood by the customer 
who is still just a customer. He may 
have thought that he was assured an 
unending succession of rate decreases ; 
perhaps some of the supporters of this 
method of control are too boastful. 
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At this point the reader must be 
cautioned. This discussion of econo- 
mies in rendering electric and gas serv- 
ice obviously has been in terms of what 
has happened. At best all that can be 
said accurately about the future is that 
an inquirer must be cognizant of the 
effect of these improvements on rate 
reductions rather than the Plan per se. 


N this connection further admonish- 
ment is needed. Even with electric 
companies or, more particularly, with 
Potomac Electric Power a day will 
come when declines in rates cannot 
be expected to be so large or so com- 
mon as they once were. Production 
economies cannot go on forever. The 
cost of production will never fall to 
zero. Those who now speak gloriously 
of their lower electric bills under the 
Plan may live until the day when these 
bills will actually rise. 

The temptation to excoriate those 
regulators and consumers who meas- 
ure effectiveness of regulation by rate 
reductions cannot be put aside. To 
many persons rate reductions, neglect- 
ing the reasons for the decreases in 
rates, are the sole measure of the eff- 
ciency of the Washington Plan or any 
other method of public utility control. 
These persons want to buy regulation 
by the pound! They do not consider 
why the reductions can be made, nor 
are they attentive always to the conse- 
quences of the reductions. If available 
production economies have been effect- 
ed by one company, whereas another 
company had no opportunity for such 
economies, they unequivocally conclude 
that the method of regulation has been 
bad. They may even be willing that the 
investors’ returns be so badly cut that 
the company will be certain towithdraw 
MAY 23, 1940 
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gradually from public operations. 
Consider, now, monopoly prof- 
its—offensive words to many persons. 
We think of them in a sense which ex- 
cludes profit increases for such previ- 
ously described reasons as technologi- 
cal changes or demand increases. It is as 
though it were assumed that no changes 
in techniques of production or demand 
occur ; in reality this condition may be 
approximately true of a matured com- 
pany. With the valuation and the basic 
rate of return fixed by a consent decree, 
one succession of rate reductions may 
take up all the excess earnings. After 
the homely example of the frog, which 
jumps half the remaining distance to 
the end of the log with each leap, all or 
nearly all the opportunities for rate re- 
ductions will soon be exhausted. The 
only remaining basis for rate reduc- 
tions (or increases) after this initial 
attack would be possible errors, reduc- 
tion of depreciation or replacement al- 
lowances, and decreases in other kinds 
of operating expenses. In fact, if the 
initial rates are low enough, there may 
be no decreases at all in rates and there 
may be a reason to expect increases. 


T is possible with the Washington 
Plan, therefore, to have small and 
few or even no rate decreases. So long 
as there is no succession of production 
economies, whether or not these 
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changes are associated with better. 
ments of demand, there cannot be a 
never-ending line of rate reductions, 
The Plan may be working as well as, or 
better when there are no changes in 
rates than when the decreases in rates 
are large and continuous. It may be 
suggested, therefore, that, despite the 
well-known difference in rate results, 
the Washington Plan may be working 
even better in the instance of the Wash- 
ington Gas Light Company than the 
Potomac Electric Company. And it 
ought not to be forgotten that the com- 
mencement of the Plan for the Wash- 
ington Gas Light Company in Decem- 
ber, 1935, was accompanied by a rate 
reduction of $850,000 from which 
accumulated savings would now be 
more than $3,000,000 ; perhaps most of 
the monopoly profits were erased by 
this one rate reduction. 

If the Plan works more efficiently in 
the control of electric as compared with 
gas companies, apparently the explana- 
tion is to be found in the possible dif- 
ferences in the terms of the agreement. 
Perhaps the public authority, in fixing 
the terms of the Plan, has its greatest 
bargaining power when it is dealing 
with an electric company. The prop- 
erty valuation may be pressed nearer 
to original cost and lower rates of 
return may be obtained when electric 
rates are the object of control. 


“More new markets have been found for electricity than for 
gas. For domestic uses the new and continually enlarging 
consumption of electricity for refrigeration and miscella- 
neous household purposes has been a development of which 
the gas men are rightfully envious. To keep pace with the 
expansion of their fellow utility operators it is just such new 
markets that the sellers of gas want and need.” 
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Bbc property valuation or rates of 
return may be more favorable to 
the customer when the threat of mu- 
nicipal ownership or public competition 
isreal. There is no doubt that the men- 
ace of municipal ownership was a very 
real factor in the controversy out of 
which the Washington Plan was devel- 
oped for the Potomac Electric Com- 
any. Was not this intimidation partly 
responsible in 1924 for the consent of 
the company to a valuation of $32,500,- 
000 instead of preferable valuation of 
$44,000,000? Nor is it likely that any- 
one will question the real and wide- 
spread threat of municipal ownership 
of electric plants during the past dec- 
ade. Many voluntary electric rate re- 
ductions, particularly to small cus- 
tomers, were given as a means of fend- 
ing off this attack on private invest- 
ment. 

But there has been no similar danger 
of municipal ownership of gas plants. 
Nor does there seem to be any likeli- 
hood of it. There was no threat of mu- 
nicipal ownership of gas distributing 
facilities in Washington when the Plan 
was applied to the Washington Gas 
Light Company. And though there is 
no way of knowing the truth, the ab- 
sence of the municipal ownership club 
may have served to put the initial 
valuation farther above original cost 
than it otherwise would have been. In 
Detroit there was an innocuous warn- 
ing by the city council that it would 
build a pipe line to serve only industrial 
customers. In practice the likelihood of 
public competition may make a sub- 
stantial difference between gas and 
electric companies in the control of 
monopoly profits by the Plan. 

Thus, if the property valuation 
figure of the Plan is puffed, and this 
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seems more likely with gas as con- 
trasted with electric companies, there 
may be no rate reductions. The begin- 
ning valuation sum is “frozen” until 
another valuation is undertaken. Some 
of the critics of the Washington Plan, 
consequently, may be right occasionally 
when they say that it or any sliding- 
scale agreement is a subterfuge for 
monopoly returns and that companies 
do not submit to it for the purpose of 
serving the public welfare. 


ye continue this comparison be- 
tween gas and electric company 
use of the Washington Plan, there is 
one reason for believing that the Plan 
is better suited to the gas industry even 
though control of monopoly profits 
may be unsatisfactory and rate reduc- 
tions scarce. As long as the Plan is 
applied on a single community scale, it 
is best suited to manufactured gas 
companies. They are more likely than 
electric companies to be strictly local in 
their operation. Electric systems may 
have large central stations serving sev- 
eral communities, whereas manufac- 
tured gas systems rarely find it eco- 
nomical to transmit gas between com- 
munities. 

In summarizing these thoughts the 
matter to be emphasized is the differ- 
ence in the reasons for gas and elec- 
tricity rate reductions. There have 
been in recent years more noteworthy 
technological changes and increases in 
demand for electric companies than for 
the gas business. This difference alone 
may be sufficient to account for most of 
the plethora of electric rate reductions 
under the Washington Plan. Only a 
hasty or superficial critic would fail to 
see the distinction between the Plan and 
a production economy. Moreover, the 
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Plan may be more effective for electric 
companies in the reduction or elimina- 
tion of monopoly returns. The fa- 
miliar menace of municipal ownership 
of electricity may often have the effect 
of getting the most favorable property 
valuation settlement and rate of return, 
and this appears to be the only signifi- 
cant way in which the Plan can be ex- 


pected to work better in the electric 
than the gas industry. Finally, for no 
kind of industry should the sponsors of 
this way of earnings control anticipate 
an interminable series of rate reduc- 
tions. They cannot have their cake in 
the form of continuous, high-quality 
service and eat it too in a multitude of 
rate reductions. 





To the Elevated Railways: Ave atque Vale 


N behalf of the Second avenue and Ninth avenue elevated 
lines. [New York city], now sentenced to demolition, one 
may file the same protest and demurrer as in the case of the late 
Sixth avenue “El.” By all means proceed with their removal, 
now that they have ceased to serve a useful purpose; but let us 
refrain from calling them eyesores and civic errors and crimes 
against public planning and other hard names. 


The elevated roads are none of these things. They are rather 
public servants due for retirement who in their time made their 
contribution to the city. We are demolishing the “El” roads be- 
cause they no longer pay, though we like to pretend that we are 
acting on higher esthetic and social grounds. It is true that the 
elevated trestles take away light and air from the avenues 
through which they pass, but if they still collected as many fares 
as they once did we should not be quite so social-minded. 


Second and Ninth avenue elevated lines between them car- 
ried 155,000,000 passengers a year twenty years ago and are 
down to less than 70,000,000 passengers today. A railroad sys- 
tem that carried the earlier traffic can scarcely be dismissed as 
a parasite or a mistake. The more generous and understanding 
attitude would be to remember these hundreds of millions of 
passengers whom the “El” lines carried annually to the newer 
parts of the town, as the city grew, with newer homes and much 
more air and light than the older parts of town could offer them. 
These roads gave much more air and light than they took away. 
Now that their work is done in the more crowded parts of town, 
one might almost say, without actually bursting into tears about 
it, something in the nature of “Well done, good and faithful 
servant,” 

—Excerrt from The New York Times. 
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Wire and Wireless 
Communication 


ASHINGTON observers watched 

with interest the Federal Com- 
munications Commission assemble dur- 
ing the second week of May for its first 
full strength meeting in a number of 
weeks, First of all, there is speculation 
as to whether the commission will release 
its report on the so-called chain broad- 
casting monopoly, long overdue. Hear- 
ings on this investigation into alleged 
monopoly in the radio industry were 
started a year ago. Last December a 
tentative report, which is said to contain 
drastic recommendations to curb major 
radio chains, is supposed to have been 
ready for commission action. If so, the 
FCC has been sitting on the report ever 
since and there is speculation in some 
quarters as to whether the commission 
will continue to sit on it until the election 
campaign is either out of the way or vir- 
tually concluded. 

In the final days of the hearings before 
the special committee of the FCC last 
year, the Mutual Broadcasting System 
called upon the commission to forbid the 
NBC and the CBS from making long- 
term radio contracts with radio stations 
on the ground that such contracts would 
prejudice the investigation and encour- 
age the two major chains to continue their 
alleged monopoly of outlets. 

_ At the hearings the commission went 
into the financial status of the chains and 
stations and companies engaged in pro- 
duction and distribution of electrical 
transcription. It also went into the pro- 
cedure dealing with patent and musical 
copyright privileges. As early as last 
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January, Chairman James L. Fly of the 
FCC told the Senate Appropriations 
Committee that the radio monopoly re- 
port would be made public in the near 
future. Rumor now has it that the FCC 
is fearful that releasing the report at this 
time may be interpreted in one way or 
another as an attempt to influence the 
conduct of the radio broadcasting sys- 
tems during the election campaign. 


OWEVER, by the same token, con- 
tinued delay of the radio monopoly 
report might be interpreted in antiad- 
ministration quarters as an attempt at 
“invisible censorship” on the part of the 
FCC by holding the undisclosed report 
over the heads of the major networks. 
For this reason, plus the fact that the 
report is long overdue, it seems more 
likely that the commission will do some- 
thing about the report in the near future 
to avoid any criticism that it may be play- 
ing politics with its regulatory functions. 
Much prompter action is expected 
from the FCC on the controversial ques- 
tion of allowing television transmission 
to go on a commercial basis. The commis- 
sion is said to be getting uneasy over 
rumors that its recent action in reopen- 
ing hearings over television standards 
may have been inspired by moving pic- 
ture interests which have become finan- 


.Cially affiliated with television promotion 


in competition with Radio Corporation 
of America. 

The ostensible reason for the FCC’s 
blocking temporarily the commercial tele- 
vision program of RCA was to protect 
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public interest against premature “freez- 
ing” of television standards along lines 
which may become technically obsolete or 
unsatisfactory in a few years. Doubtless 
this was the predominating motive, but by 
this time the commissioners have become 
quite sensitive to charges that the FCC 
is “standing on the track” and “blocking 
television progress” and “pulling Holly- 
wood chestnuts out of the fire,” etc. 

The Washington correspondent for 
Telephony, journal of the independent 
telephone industry, had the following to 
say on the subject: 

Doubtless the moving picture industry 
with its tremendous investment in a closely 
allied field of popular entertainment would 
like very much to move into the television 
picture. At least it would like to be in a 
position to participate in the preliminary de- 
velopment for purposes of mass consump- 
tion, which may still be conducted on a pay- 
as-you-enter basis. The moving picture 
business already is in a strategic position 
for eventual participation in the program 
production feature of television. That would 
certainly be second choice to its present 
flourishing activity of providing film for the 
glamour palaces. 


Somewhat allied to the television prob- 
lem is the request of the Armstrong in- 
terests for authority to engage in com- 
mercial sound broadcasting by use of 
frequency modulation (FM). Like tele- 
vision, the promoters of frequency 
modulation sound broadcasting have 
been held up in their plans to put their 
devices for superior staticless radio on 
the market for public consumption by the 
refusal of the FCC to give them a “green 
light.” However, the basis for this delay 
is only a minor technical problem of allo- 
cating frequencies on the radio spectrum 
so as not to interfere with the operations 
of television. And it is because of this 
association between television and fre- 
quency modulation that the latter has to 
wait until the problem of* commercial 


television is out of the way. 
*x* * *K * 


| ecoannabinsgl on May 6th, the FCC 
announced the appointment of Tel- 
ford Taylor as general counsel, to suc- 
ceed William J. Dempsey upon the lat- 
ter’s entering private practice. Mr. Tay- 
lor, who was a special assistant to the 
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Attorney General, joined the commis- 
sion’s legal staff immediately as special 
counsel. Mr. Dempsey will remain with 
the commission for several weeks. Born 
at Schenectady, N.Y., on February 24 
1908, Mr. Taylor was graduated from 
Williams College (A.B., ’28) and from 
Harvard Law School (LL.B., ’32, cum 
laude). He served as secretary to Judge 
Augustus N. Hand of the 2nd U. S. Cir- 
cuit Court of Appeals, New York, be- 
fore becoming assistant solicitor of the 
Department of the Interior. 
‘oe * « 
VER the objection of counsel for the 
Telephone Users’ League of Wash- 
ington, the 10-month-old statewide hear- 
ing of the Washington Department of 
Public Service into the rate structure of 
the Pacific Telephone & Telegraph Com- 
pany ended in Seattle on May Ist. 

Don G. Abel, director of the state de- 
partment of public service, closed the 
voluminous record, containing more than 
2,800,000 words, despite a request by 
Harry Henke, Jr., the league’s attorney, 
for a continuance of the hearing until 
June 15th. Carl I. Wheat, counsel for the 
state department, closed the state’s case. 
Henke then said he wished another hear- 
ing in June when James Carey, league 
engineer, would present evidence critical 
of the company’s proposed means of ob- 
taining more revenue from telephone 
users in Seattle. 

* * 

A= of telephone service given 

relief families in the out-county has 

been ordered by the Wayne County 

(Michigan) Social Welfare Board. Wal- 

ter J. Dunne, director for the board, was 

to present a detailed report at the board’s 

meeting on May 8th. Henry Miller, board 
chairman, said: 

There may be certain cases where it is 
advisable to permit a relief client to re- 
tain his telephone, but I am satisfied that 
there must be many cases where the relief 


family can get along without that utility. 
We are trying to cut expenses. 


Miller pointed out that the board does 
not propose to deny telephones to such 
employables who are temporarily on re- 
lief and who soon expect to get back into 
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WIRE AND WIRELESS COMMUNICATION 


private employment. “Nor do we want to 
hinder an employable client who depends 
upon a telephone to obtain reemploy- 
ment,” Miller added. 

The board agreed that it would take 
definite action after the survey is com- 
pleted. 

one + 2 

HE Bell Telephone Company of 

Pennsylvania wants to rid itself of 
its connection with horse race bookie 
joints — but the bookies are staying a 
jump ahead of the company with “run- 
away phones.” When things get “hot” 
in one location, the gambling joints just 
call in their own linemen and secretly 
move the phones to new hideouts without 
notifying the telephone company. 

That was revealed recently by William 
H. Lamb, general counsel for the com- 
pany, at a state public utility commission 
hearing on the application of Abraham 
Plotnick, of Philadelphia, for installation 
of telephone track service. Plotnick said 
he wanted the service for a sporting pub- 
lication, but the company, fearing he 
might resell the service to bookmaking 
joints, has turned down his several ap- 
plications, 

Lamb testified that “as far as I know” 
the only horse race information service 
the Bell Company now serves is the Wil- 
liam Armstrong Publishing Company, 
distributors of “scratch” and tipster 
sheets. 

Rhode Island race bookies, who lost 
their usual source of information when 
the government clamped down on the 
M. L. Annenberg network, have resorted 
to a wigwag system to flash race results 
from Narragansett Park to an observa- 
tion post outside the track grounds, the 
Providence Journal discovered recently. 
A spotter at a point of vantage in the 
grandstand or nearby, the Providence 
Journal learned, signals by a predeter- 
mined code to men in a house just outside 
the track grounds, where a telephone 
starts the winners, payoffs, and running 
times on their way to the bookies. 

Judge James E. Dooley, president of 
the Narragansett Racing Association, 
said that soon after the present racing 
meet opened, Pinkerton detectives 


ejected from the track two men whose 
actions aroused their suspicions. Despite 
the detectives’ vigilance, race results 
were being flashed from a point within 
the track grounds to a near-by house, 
from which they were being telephoned to 
an out-of-town distributing point, pre- 
sumably New York, for nation-wide 
broadcast. 


he Michigan Bell Telephone Com- 
pany on April 26th extended its 
campaign to place itself “on the side of 
law and order” in connection with service 
to handbooks or other illegal enterprises. 

The recent action was the filing of a 
petition with the state public service com- 
mission, asking authority to discontinue 
telephone service to any subscriber at the 
written request of the judge of any court 
of record, the attorney general of the 
state, any prosecuting attorney, or the 
corporation counsel, or city attorney of 
any municipality in cases involving mu- 
nicipal ordinances. 

At the request of Circuit Judge Homer 
Ferguson’s one-man grand jury, the tele- 
phone company cut off telephone service 
to specified handbooks last February Ist, 
but in doing so explained that the align- 
ment with “the forces of law and order” 
was in technical violation of certain laws. 

The petition was intended to erase the 
technical violations ‘‘and enable the tele- 
phone company to better codperate with 
the public authorities in the future.” 

All telephones in handbook shops in 
East St. Louis, Granite City, and Belle- 
ville, Ill, were disconnected on April 
29th by the Southwestern Bell Telephone 
Company after it had been notified by 
United States District Attorney William 
J. Campbell at Chicago that the tele- 
phones were being used to violate the law. 

o- ae 

} ges operators on American merchant 

ships include 150 Communists, 
many on important vessels, according to 
Fred M. Howe, a marine radio operator 
and ousted official of the CIO American 
Communications Association, who testi- 
fied on April 24th before the House com- 
mittee investigating un-American activi- 
ties. Mr. Howe said that in the event of 
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war these operators would help their 
party attempt to set up a Soviet system 
here. 

Mr. Howe asserted that the association 
was the Communist party’s “Trojan 
horse” in the communications field, as the 
Transport Workers Union was _ its 
dummy in that field. 

The association, said Mr. Howe, was 
99 per cent dominated by the Communist 
party, which encouraged its members to 
go into government work. These men, he 
testified, were trained to obey implicitly 
orders from the party. In one case, he 
said, radio men, members of the associa- 
tion, had refused to transmit information 
to the United States Weather Bureau 
at the request of a ship captain. 

Mr. Howe explained that his informa- 
tion as to Communist domination and 
penetration into the radio and maritime 
communication and telegraph field came 
while he was secretary of the American 
Radio Telegraphists Association, which 
he helped to found nine years ago. 

Later, when the union became the ma- 
rine radio men’s division of the ACA, he 
became secretary of Local 2, ARTA, 
from which he declared he was physically 
“but not legally” ousted by “a goon 
squad” last year, a matter still before the 
New York courts. Since then he has been 
in the AFL Commercial Telegraphers 
Union, marine operators division, he 
said. 

Labor leaders, and even officials of the 
Postal Telegraph Company, were aware 
that operators who handled the tele- 
graph keys were “Communist members 
of the ACA,” said the witness, and re- 
fused to send their own messages via Pos- 
tal knowing that the Communist 
“stooges” might reveal their contents. 

Discussing the opportunities for mis- 
chief and sabotage possible in time of 
war by Communist radio operators, Mr. 
Howe said that they could reveal the 
positions of convoys and battleships. 
Then, too, he declared, by cooperating 
with Harry Bridges’ longshoremen on 
the West coast and with Joseph Cur- 
ran’s maritime workers on the East coast, 
he argued that the Communists could 
stop shipments of war goods abroad. 
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Messrs. Bridges and Curran, asserted 
Mr. Howe, were Communists just as Mr. 
Rathbone and “99 per cent” of the offi- 
cers of the ACA belonged to that party, 
He said that he and others in his union 
were sure that certain men were Com- 
munists by their actions in the union. 


rR. Rathbone, president of the 

American Communications Asso- 
ciation, in a statement issued on April 
25th, repudiated Howe’s testimony be- 
fore the Dies committee as being “grudge 
evidence” supplied by an ousted union 
official. 

He said Howe was thrown out a year 
ago because he was found out to be an 
“agent of employers.” 

Rathbone also denied that the Amer- 
ican Communications Association is con- 
trolled by Communists but made no ref- 
erence to Howe’s charge that he was him- 
self a Communist. 

= + = 

URTHER evidence of the trend to- 

ward independent  intraindustrial 
unionism in the communications indus- 
try was seen when the National Labor 
Relations Board on April 29th certified 
two independent labor organizations as 
collective bargaining agencies in tele- 
phone plants on the Pacific coast. The 
United Brotherhood of Telephone Work- 
ers, Inc., which is unaffiliated with the 
AFL or CIO but is affiliated with the 
National Federation of Telephone Work- 
ers, was certified by the NLRB to repre- 
sent 3,100 plant employees of the South- 
ern California Telephone Company. An- 
other organization unaffiliated with either 
the AFL or CIO, known as the Order 
of Repeatermen and Toll Testboard- 
men, was certified as collective bargain- 
ing representative for certain toll 
maintenance employees of the Pacific 
Telephone & Telegraph Company and the 
Bell Telephone Company of Nevada. 

Various other telephone labor matters 
are now being thrashed out by the 
NLRB, including a complaint against an 
important independent telephone com- 
pany, the Lincoln Telephone Company of 
Nebraska, by an AFL union alleging un- 
fair labor practices. 
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Financial News 


and 
Comment 


By OWEN ELY 


Shadow-boxing on the Integra- 
tion Issue 


HE replies thus far received by the 

SEC to its “show cause” orders, de- 
manding immediate integration plans, in- 
dicate little tangible progress toward that 
goal. With the exceptions of United 
Light and Power and Standard Gas, the 
utilities seem in no hurry to take definite 
steps, and the SEC also refuses to indi- 
cate its views. 

Future integration proceedings may be 
needlessly slowed by the SEC policy of 
allowing various interested parties to 
participate. Thus, the Pennsylvania and 
Wisconsin commissions, the state of 
Delaware, the city of Pittsburgh, etc., 
have been authorized to intervene in 
various proceedings, and this will doubt- 
less open the way for many others, clog- 
ging an already extended docket. (See 
May 9th issue, p. 623.) 

The SEC itself, in the American Gas 
and Electric Case, is following a dilatory 
procedure. The company, in an appar- 
ent effort to speed up the long-drawn-out 
proceedings, presented a 27-minute 
“sound movie” to prove graphically the 
integration of its facilities; the SEC’s 
staff, somewhat taken aback, finally con- 
sented to view the motion picture but did 
not accept it as evidence, and announced 
that thirty days must elapse before it 
would be ready to cross-examine com- 
pany executives. 

On the other hand, the commission re- 
fused to grant Electric Bond and Share 
a 90-day extension to prepare a complete 
plan, and also refused to clarify the rela- 
tion of American Gas to Bond and 
Share, 

In the Electric Bond and Share Case, 
the SEC surprised financial observers on 
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May 10th with a second proceeding 
against the largest of the holding com- 
pany systems under SEC jurisdiction. 
The new action against the $2,000,000,- 
000 system, that had already challenged 
the constitutionality of the Holding Com- 
pany Act’s registration provision, may 
presage similar moves against other regis- 
tered systems. 

The commission proceeded under the 
second part of § 11(b), which requires 
that holding company structures shall not 
be unduly complicated or their voting 
power inequitably distributed. There 
was some indication that this proceeding 
might later be consolidated with the pro- 
ceeding already under way under the first 
part of § 11(b), under which the SEC 
last February called upon the Electric 
Bond and Share Company to demonstrate 
the geographical integration of its prop- 
erties. Such double-barreled attack on a 
system’s geographical holdings and its 
voting control, respectively, recalls the 
suggestion made some weeks ago by 
Chairman Frank that holding companies 
might comply with § 11 (b) simply by en- 
franchising the senior security holders of 
operating subsidiaries and releasing their 
own voting control through common 
stock. The SEC stated: 


The proceedings under § 11 (b) (2) are 
being brought with the thought that certain 
issues may thereby be more expeditiously re- 
solved prior to the completion of hearings in 
the proceedings under § 11 (b) (1). Ulti- 
mately it may be possible to consolidate the 
two proceedings. 


Bond and Share showed little indica- 
tion in its answer to the § 11 (b) (1) pro- 
ceeding of willingness to alter its far- 
flung properties. On the contrary, it as- 
serted that the system was integrated. 

The first exemption from the integra- 
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tion program was granted by the SEC 
to the Midland United group, but 
it reserved the right to direct UGI to dis- 
pose of its direct or indirect holdings in 
these 40 companies. The move was not a 
concession by the SEC, however, since 
these properties are still considered as 
part of the Middle West, and have not 
been exempted from the integration pro- 
ceedings of that system. 


OMMONWEALTH & Southern filed a 
formal answer April 30th challeng- 
ing the right of the SEC to enforce the 
“death sentence,” and raising the ques- 
tion of constitutionality. However, while 
the company’s answer was dictated by a 
desire to preserve its legal rights, Presi- 
dent Willkie stated, it should not be con- 
strued as an indication that it intended to 
fight the constitutionality of the act to 
the highest court in the land. Mr. Willkie 
indicated that he is willing to meet the 
SEC at a “round-table” conference and 
make a sincere effort to work out the en- 
tire integration problem. 

In its reply Commonwealth called spe- 
cial attention to its low-rate structure, its 
aggressive sales campaigns, and the sub- 
stantial economies obtained through sys- 
tem supervision. It was also stated that 
relations with TVA have now been sta- 
bilized, which should in due course per- 
mit the southern properties to carry 
through refunding programs. Scattered 
nonutility enterprises would be disposed 
of, it was indicated. 

Counsel for United Gas Improvement 
Company, in presenting that company’s 
reply, urged the SEC to reveal its own 
integration plans for the system and give 
the company something to “shoot at.” 
But the SEC has indicated that, follow- 
ing Allied military policy, it prefers to 
remain on the defensive. Each company 
must first propose its own integration 
plan and present supporting evidence. 
Toward the close of the hearings the 
SEC may indicate what is wrong with 
the company’s proposal and disclose its 
own plans. The procedure could follow 
several paths: The SEC could amend its 
original “show cause” order by inserting 
a tentative integration plan, it could is- 
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sue “findings,” or (like the ICC) it could 
have its trial examiner present a prelimi- 
nary official plan as part of his report on 
the hearings. The practice of giving a 
“bill of particulars” to respondents be- 
fore the proceedings close (rather than 
when they open) is said to follow the 
trend of administrative practice as out- 
lined in Supreme Court decisions. 


ig) moor American Company has not 
yet filed its answer, but President 
Shea took occasion, at his stockholders’ 
meeting, to examine the general question 
of breaking up the utility holding com- 
pany systems. He stressed the point that 
North American Company has frequent- 
ly advanced funds to its subsidiaries in 
excess of $10,000,000 at a time, when 
conditions were unfavorable for subsid- 
iary financing. He also called attention 
to the fact that General Motors renders 
expert financial and management service 
to over 400 subsidiaries ; that Union Car- 
bide has 70 subsidiaries ; Deere & Com- 
pany, almost ninety; U. S. Steel, some 
one hundred and fifty; Armour & Co, 
almost one hundred ; Firestone Tire, over 
one hundred, etc. The question naturally 
arises why industrial companies should 
be permitted to use this management 
method, unhampered by Federal regula- 
tions, while the utilities are arbitrarily 
forced to divorce all subsidiaries except 
those which happen to be in a restricted 
area. 

President Shea indicated that his com- 
pany might, in future, enter the general 
investment field, outside of utilities, as 
special opportunities occurred. He point- 
ed out that originally the company had 
been primarily interested in transporta- 
tion. North American’s proposed in- 
tegration plan, when presented to the 
SEC on May 18th, was also to be mailed 
to each stockholder; it would, he indi- 
cated, contain proposals for further cor- 
porate simplification and for the disposal 
of certain assets. 

Middle West Corporation intends to 
comply voluntarily with the geographic 
integration provisions of the Utility Act, 
President Smith has announced. The 
management holds that a majority of the 
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more important subsidiaries may be re- 
tained but the company is willing to dis- 
pose of other properties and already is 
negotiating toward that end. The system 
controls 26 subsidiaries in 14 states. Its 
answer was due in Washington May 9th, 
but an extension to May 20th was grant- 
ed by the SEC. 


NITED Light and Power Company is 

the only one of the big systems cur- 
rently to submit a comprehensive plan, 
outlining suggestions for the disposal of 
certain properties and the possible ac- 
quisition of operating companies now 
controlled by other systems. The entire 
program envisages the sale or exchange 
of some $135,000,000 worth of assets, 
reducing the number of states covered 
from 14 to 7 and the number of sub- 
sidiaries from 26 to 9. The largest com- 
pany which it plans to dispose of is San 
Antonio Public Service, $32,000,000 
subsidiary of American Light & Trac- 
tion. After making proposed changes 
there would be three integrated systems. 
Recapitalization of the parent company 
and simplification of the system cor- 
porate structure are also proposed. 

The first system would include prop- 

erties in Kansas, Missouri, Nebraska, 
Iowa, and Illinois; the second would be 
within the state of Ohio, and the third 
in Michigan. The company would re- 
tain its investment in Detroit Edison (as 
part of the Michigan system if the SEC 
determined it to be a subsidiary). The 
plan did not list all the properties to be 
sold or purchased but the company indi- 
cated that it was prepared to submit de- 
tailed lists for each of the three areas. 
The recapitalization plan was not dis- 
closed, but it will, it is understood, follow 
the general lines of the Community 
Power & Light plan, under which 95 per 
cent of the new common stock went to 
the old preferred. 
_ The plans for elimination of larger 
intermediate holding companies—Conti- 
nental Gas & Electric and United Light 
& Railways—present special problems 
due to the large amounts of securi- 
ties outstanding in the hands of the 
public, 


675 


Refunding Plans Slowed by 
Other Activities 


Wa there is still some refunding 
activity, the utilities have tem- 
porarily yielded the spotlight to indus- 
trial companies such as U. S. Steel and 
Texas Corporation—utilities executives 
no doubt being preoccupied with integra- 
tion plans, “arm’s-length bargaining,” 
and the IBA move to amend the Securi- 
ties acts. 

Recent new financing included $3,- 
000,000 Toledo Edison first 34s due 
1970 at 1044, and $7,250,000 debenture 
34s due 1960 at 102. SEC approval was 
subject to dividend restrictions, the com- 
pany being required to add $362,500 to 
surplus each year so long as the deben- 
tures are outstanding. The SEC indi- 
cated that it desired to maintain a sound 
ratio of common stock to total capital. 

Indianapolis Power & Light Company 
on April 30th registered $32,000,000 
first 34s due 1970, and 140,591 shares of 
54 per cent cumulative preferred stock. 
Rights to the preferred stock are to be 
offered to the holders of the old pre- 
ferred. Lehman Brothers, Goldman Sachs, 
and First Boston Corporation are the 
principal underwriters. The new bonds 
will replace the 33s of 1968, and the pre- 
ferred the present 64 and 6 per cent 
issues. 

Iowa Southern Utilities Company 
(Delaware) on May 4th registered $10,- 
000,000 first 4s due 1970 and $2,660,000 
general 44s due 1950, for refunding pur- 
poses. Principal underwriters are W. C. 
Langley and Halsey, Stuart (Chicago). 

Jersey Central Power & Light Com- 
pany has obtained state commission ap- 
proval of its $43,300,000 refunding pro- 
gram. The company proposes to offer 
$38,000,000 34s of 1965 through a group 
headed by the First Boston Corporation, 
and to sell $5,300,000 10-year 34 per cent 
serial notes to the Central Hanover Bank 
& Trust Co. However, SEC authority 
has not yet been obtained, although the 
bonds have been on the commission’s list 
for some months. 

The SEC on April 24th approved the 
plan of Wisconsin Electric Power Com- 
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pany to offer preferred stockholders the 
right to exchange present 6 per cent 
stock with arrears, for one share of new 
43 per cent preferred, one share of com- 
mon, and 31} cents cash (dividend ad- 
justment). A group of local western 
firms underwrote the issue. 


¥ 


Proposed Revision of the 
Securities Acts 


OLLOWING the campaign inaugurated 

by the Investment Bankers Associa- 
tion, the Senate legal department is re- 
ported to be drafting a bill to be intro- 
duced by Senator Brown of Michigan to 
amend the Securities Act of 1933 and the 
Securities Exchange Act of 1934. IBA 
governors, recently convening at White 
Sulphur Springs, were scheduled to map 
an intensive program to seek congres- 
sional approval. Suggested changes in 
the acts may be summarized as follows: 
(1) Abolish the 20-day waiting period, 
except (with some flexibility) for promo- 
tional or unknown enterprises; (2) re- 
move the prohibition against soliciting 
orders during the waiting period (in 
cases where the latter is retained), pro- 
vided sales do not become binding until 
the waiting period is over; (3) require 
that in litigation a plaintiff must prove 
that a misstatement or omission caused 
his loss; (4) that recovery on such suits 
be limited to damages; (5) and that 
prospectus requirements be more prac- 
tical, less detailed, and less costly. 

President Connely, who has made a 
national tour to promote and appraise 
public sentiment in favor of amending 
the law, has discussed the proposals with 
a subcommittee of the Senate Banking 
and Currency Committee, and is much 
encouraged over prospects for an early 
review of securities laws. However, be- 
cause Congress plans for June Ist ad- 
journment, it remains doubtful whether 
anything final can be accomplished at the 
present session. 

It is unfortunate, perhaps, that the 
IBA did not round out its program by 
including amendment of the Utility Act 
of 1935; it may have been felt that with 
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an early test of constitutionality of § 11 
indicated, the program should be limited 
to the earlier acts. 

The SEC has given little indication 
that it plans to relax any of its burden- 
some rules for the benefit of the bankers, 
In fact, it seems to be constantly devising 
new handicaps. For example, in approy- 
ing the Kansas Power & Light preferred 
stock refinancing, the SEC not only im- 
posed its usual condition regarding main- 
tenance of surplus as a requisite to divi- 
dends on common stock, but also issued 
a general rule that companies making ex- 
change offers for the retirement of out- 
standing preferred stock will hereafter be 
required to give stockholders at least five 
days in which to accept the offering, be- 
fore underwriters can proceed to offer 
the unexchanged balance. The present 
practice is to give stockholders two days 
as a matter of courtesy rather than legal 
right (since very few preferred stocks 
have preémptive rights). In forcing the 
5-day delay after the price has been fixed, 
the SEC is increasing the degree of risk 
which naturally extends to all underwrit- 
ing commitments during the present. 


. ee IBA move grew out of the SEC 
agitation over ‘“arm’s-length bar- 
gaining.”” The commission has received 
about 60 suggestions from investment 
bankers, the National Association of Se- 
curity Dealers (NASD), the utility com- 
panies, state commissions, and others, for 
revising its practices on “arm’s-length 
bargaining” and competitive bidding. 

The NASD advised the SEC that it 
does not consider any special rule neces- 
sary to supplement the standards set up 
by the Holding Company Act to govern 
the reasonableness of underwriting fees 
in cases where there is no question of af- 
filiation between issuer and underwriter. 
The NASD held that 


... a rule requiring proof that the issuer 
has “shopped around” among investment 
bankers for the most favorable terms, oF 
that the issuer has taken sealed bids, would 
be highly prejudicial to the best interests of 
issuers, underwriters, and distributors, 1n- 
vestors, and the public at large. Under no 
circumstances should such a rule 
promulgated. 
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The association suggested, as a substi- 
tute for Rule U-12F-2 covering situa- 
tions where there is affiliation, a new rule 
placing the burden of proof (through the 
testimony of disinterested experts) on 
the underwriter or finder to show that his 
proposed fees are not excessive as com- 
pared with those paid in other compar- 
able cases, that the public offering price 
is as high as would be consistent with 
purchase of the issue by investors and 
with the best interests of the issuer, and 
that the services performed are neces- 
sary Or appropriate. 


¥ 


Public Service of Indiana Plan 


F Sesto plan for the merger and 
recapitalization of five Indiana 
utilities was filed promptly on schedule 
April 30th, as promised to the SEC some 
months ago. The group, headed by Pub- 
lic Service Company of Indiana, is part 
of the Midland United system. Public 
Service Company of Indiana $7 prior 
preferred stock will receive three shares 
of new $50 preferred, the $6 prior pre- 
ferred 2.85 shares (with the exception of 
stock owned by the holding company, 
which instead receives 5.7 shares of com- 
mon), the $6 second preferred 6 shares 
of common, and the common stock .3 
shares of new common. Terre Haute 
Electric preferred obtains 2.4 shares of 
new preferred (except that shares held 
by the holding company receive 4.8 
shares of common), and the common gets 
4 new shares. Central Indiana Power 
preferred receives 2 shares of new 
preferred and 2.3 shares of common, 
while the common gets .8 shares of com- 
mon. Dividend arrears on all preferred 
stocks are included in the exchange of- 
fers. The other two companies being 
merged are Northern Indiana Power and 
Dresser Power, subsidiaries. 


¥ 


Mystery of the B-MT 


N™ York’s traction unification pro- 
gram is proceeding smoothly 
toward early consummation, and plans 
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are already under way for tearing down 
additional elevated structures and rip- 
ping up trolley tracks. But some holders 
of the securities of Brooklyn-Manhattan 
Transit and Brooklyn & Queens Transit 
who deposited their securities at the urg- 
ing of Mayor LaGuardia now doubtless 
regret they did not join the “hold-outs.” 

Brooklyn & Queens preferred deposit 
certificates were quoted recently at only 
19, while the undeposited stock was 110 
bid. Nassau Electric bond C/Ds were 
around 55 as against 101 for undeposited 
bonds. B-MT preferred (undeposited) 
has been worth as high as 107 against 61 
for deposited stock. 

Dealers in the undeposited securities 
either do not know, or will not reveal, 
just where the bids are coming from— 
the city, the corporation, or other sources. 
Earlier in the year the city indicated that 
it would not pay any fancy figures, but 
apparently litigation by “hold-outs” re- 
mains a threat. In the Interborough plan, 
effected in codperation with the Federal 
courts, there was relatively little to fear 
from dissenting minority security hold- 
ers. 

y 


Peak Appliance Sales Indicate 
Revenue Backlog 


Fpl promotional campaigns, 
combined with sharp price cutting in 
some fields, such as_ refrigerators, 
promise to make 1940 a banner year for 
the sale of electric appliances, exceeding 
the year 1937. Substantial sales in- 
creases have already been marked up for 
all major appliances, refrigerators lead- 
ing with a gain of 33 per cent in the first 
quarter. Electric ranges show a 27 per 
cent increase. Vacuum cleaners gained 
23 per cent, Consolidated Edison leading 
with its extensive advertising campaign 
of General Electric cleaners. 

These appliance sales, with their stimu- 
lus to future residential sales of electric- 
ity, give the utilities an excellent back- 
log to offset any future decline in indus- 
trial sales, and should help to swell earn- 
ings if general business conditions prove 
favorable. 
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What Others Think 


Sharp 


Words over TVA on the 


House Floor 


to Tennessee Valley Authority was 
assailed on April 23rd by Repre- 
sentative George H. Bender (Re- 
publican of Ohio) as “a huge eleemos- 
ynary institution” and a “Federal alms- 
house.” In a speech to the House, the 
Ohioan described as “bunk” the frequent 
charges of TVA supporters that private 
utilities had overcharged consumers a 
billion dollars when rates were measured 
by the TVA yardstick. 

“Advocates of TVA have spent thou- 
sands upon thousands of taxpayers’ dol- 
lars spreading this fable as the gospel 
truth,” Bender said, citing figures and 
comparisons he said proved the over- 
charge claims to be “sheer, unadulterated, 
manufactured political baloney.” Prin- 
cipal beneficiaries of the TVA “great 
Federal eleemosynary institution,” Ben- 
der said, were “the indigent aluminum 
company, Boss Crump’s Memphis city 
hall gang, and Tupelo’s rural sweat- 
shops.” The Ohio Representative con- 
tinued : 


To protect the vested interests of these 
paupers, the Tennessee Valley Authority has 
ever-watchful defenders on the floor of this 
house. They make no attempt to justify the 
fact that of the hundreds of millions Con- 
gress has appropriated to this income-pro- 
ducing, proprietary business, TVA has re- 
turned not one penny of interest to the Fed-, 
eral government, and is accumulating an in- 
terest deficit at current governmental rates 
of $8,918,000 annually. 

Nor have they stood on this floor and hon- 
estly faced TVA’s critics to justify the 60 
per cent charge-off of TVA’s power costs to 
the fictional objectives of flood control and 
navigation. Not once have they defended 
the endowment of TVA’s yardstick rates by 
a 50 per cent subsidy out of the pockets of 
the Federal taxpayers of Ohio and other 
tax-paying states. 


He suggested that a better way “of 
spreading the more abundant life to the 
ill-clothed, ill-housed, ill-fed rural slums 


of Mississippi and Tennessee” would be 
to “spend the same money for educa- 
tion, for resettlement, and rehabilita- 
tion.” The Ohioan said he believed it 
“more than a coincidence” that congres- 
sional speeches in defense of the TVA 
“are being circulated in the districts of 
TVA opponents by the Public Owner- 
ship League of America,” which he said 
was founded as “an adjunct to the So- 
cialist party.” Bender predicted that 


Before the TVA show is over, Tennessee 
and affected TVA areas will be among the 
heaviest taxed areas in the country, except 
and unless, of course, the TVA beneficiaries 
manage to browbeat Congress into forcing 
the Federal taxpayers of Ohio and else- 
where to assume the rightful burdens of the 
localities benefited, ... 

Would it be fair to suggest the true mo- 
tive behind all this blather about cheap 
power is not honest concern for the welfare 
of the working man, but the greed for bu- 
reaucratic power of politicians who wish to 
create a great Federal political machine by 
TVA-izing the nation? 


YY. Rankin, Democrat of 
Mississippi, took the floor later and 
sharply criticized Bender for what he 
called the Ohioan’s attempt to besmirch 
the TVA and its advocates. Comment- 
ing on Bender’s references to illiteracy 
in Tennessee and Mississippi, Rankin 
declared: 

I don’t know of a white community in 
either Tennessee or Mississippi that would 
be embarrassed by comparison with him 
either from an intellectual or educational 
standpoint. 

Rankin declared consumers in his 
home town, Tupelo, Miss., used an aver- 
age of 200 kilowatts a month compared 
with 60 to 70 kilowatts for consumers in 
Ohio. The reason, he said, was that in 
Tupelo people used electricity for other 
things than lighting. “They'll be using 
power for something besides lights in 
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Ohio if they get a rate cheap enough,” he 
stated. 

Representative Hoffman, Republican 
of Michigan, also entered the mélée. He 
said that now Mississippi was getting 
cheap power rates he hoped “an oppor- 


tunity will be offered to that large pro- 
portion of the population that cannot 
read or write to learn to read and write.” 
Hoffman added that he hoped also “those 
now not permitted to vote” would be per- 
mitted to do so in the future. 





A Short, Informal Analysis of the Whole 
Public Utility Situation 


66 A LaRcE portion of textbooks in pub- 

lic utilities, and in other fields, 
are wrongly written.” This is the forth- 
right statement which appears in the 
author’s preface to “Economics of Pub- 
lic Utilities,” by Emerson P. Schmidt of 
the faculty of the University of Minne- 
sota. And if this statement seems quite 
a brusque departure from the conven- 
tional “alibi” for writing another book in 
a field which is already somewhat top- 
heavy with text literature, the reader is 
in for even more surprises when he gets 
into the body of Professor Schmidt’s 
text. 

This is not to suggest that the author’s 
treatment is either eccentric or egocentric 
—but merely that it is different. It is so 
different that the style and approach 
alone would almost warrant the publica- 
tion of Professor Schmidt’s volume. Es- 
sentially, the author is quite practical. 
For example, he takes the public utility 
status pretty much for granted and 
wastes no time on building up the tire- 
some history of innkeepers, carriers, and 
common law callings to the point where 
the reader is supposed to be able in some 
way to tell a public utility from a non- 
utility business. 

He sees utility regulation as simply a 
specialized phase of a broader, progres- 
sive movement towards government con- 
trol of all lines of business. Under such 
circumstances, a public utility is pretty 
much what the Supreme Court happens 
to say it is and even such decisions carry 
no time guaranty with them. 


HY bother then with any attempt 
to discover mysterious character- 
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istics or niceties of distinction which are 
quite likely to blow up in one’s face? Pro- 
fessor Schmidt goes on from there. Con- 
ventional teachers of the subject may find 
the author’s selection of excerpts from 
many of the so-called classical or land- 
mark cases too keen for comfort. Yet, 
this reviewer finds the professor’s 
analysis fairly complete and completely 
fair within the limitation dictated by the 
scope of the volume. 

Of course, specialists might pick and 
choose here and there items which could 
have been elaborated. 

For example, not too much space is 
given to the subject of rate structure 
technique. 

But all in all the Schmidt textbook 
is a refreshing contribution to this field. 
The bibliography is a bit bare, yet the 
author contrives to reach remarkably 
shrewd conclusions, such as his cautious 
appraisal of the REA (p. 165). He in- 
variably takes a disinterested position to 
present opposing viewpoints on contro- 
versial topics. One of his conclusions 
(which is not stated in the form of a 
conclusion but in his “introduction”’), on 
the “political hazards of government 
ownership,” is well worth reproduction 
even within the scope of a review. It is 
as follows: 

Two choices face the American people: 

(1) to encourage competition on a wider 

front in order to reduce the demand for pro- 

tective regulation on the part of the groups 
that regard themselves as unduly exposed 
to economic hazards or (2) to continue the 
current trend toward the interventionist state 
which evidently must end in state socializa- 
tion, 

From an economic point of view the latter 
alternative is probably not as great an evil 


680 





e pro- 
-annot 
rite.” 
“those 
e per- 


ch are 
? Pro- 
. Con- 
ry find 
from 
- land- 
. Yet, 
2Ssor’s 
pletely 
by the 


*k and 
. could 


yace is 
ucture 


<tbook 
s field. 
ret the 
rkably 
Lutious 
He in- 
tion to 
ontro- 
lusions 
1 of a 
””), on 
‘nment 
luction 
Belial 


people: 
1 wider 
for pro- 

groups 
»xposed 
nue the 
ist state 
ycializa- 


ie latter 
an evi 


WHAT OTHERS THINK 




















ye 





“WELL, SINCE NOBODY HERE SEEMS TO KNOW HOW TO SPELL KOSCIUSKO 
STREET, LET’S ALL AGREE THAT IT HAPPENED ONE BLOCK UP AT 
SPRING STREET” 


as is commonly supposed by the conservative 
person; this is especially true if we are en- 
tering a semistationary state. The major 
evils of state socialism will probably relate 
not to economic matters but to matters of 
liberty and freedom. There may be obvious 
advantages and few dangers in letting gov- 
ernment administer a relatively small frac- 
tion of the community’s property and labor. 
But when the government finds itself admin- 
istering a large part of the property and 
labor, when the government is the biggest 
capitalist and the biggest employer, then de- 
mocracy and, liberty probably can be main- 
tained no longer. 

_ So long as the main task of public officials 
is to enforce general laws, they are expect- 
ed to use the sovereign powers of the state 
to maintain order by justice and accommoda- 
tion among conflicting interests. Elections 
are conducted upon this assumption. But 
when the main business of public officials is 


681 


to administer the productive energies of the 
community, when officials become employers 
and managers in immense enterprises rather 
than umpires and guardians of the social 
peace, the election of these officials involves 
such enormous stakes, the control of so 
much power, wealth, and so many lives, that 
the election becomes too deep a struggle to 
be compatible with the spirit of the demo- 
cratic method. The struggle disrupts the 
community socially, morally, and politically, 
and produces such general disorder and un- 
certainty that men finally come to feel that 
democracy is unable to cope with it. In 
order to get peace they cry out for a dic- 
tator, and in the hope of stopping the dis- 
order they surrender their liberties. 

What follows in this volume constitutes 
primarily a technical analysis of the eco- 
nomics and regulation of the public utility 
industries. The primary purpose is to ac- 
quaint the reader with the industries. But 
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he is urged to keep in view the broader im- 
plications of the drift toward the interven- 
tionist state. The cataclysmic speed with 
which whole industries and large sectors of 
the American economy are appealing to gov- 
ernment for protection suggests a rather 
steady displacement of a free private capi- 
talism by some type of regimented society. 
A return of prosperity would check the 
speed of this drift but it is not likely to stop 
it. 


HE materials are not entirely up to 

date. Apparently the volume went 
to press before the drafting of the final 
report of the Federal Communications 
Commission on its special telephone in- 
vestigation. The book is published in eco- 
nomical photo-lithograph form, which is 
easy on the purse if a little hard on the 
eyes. Such an excellent work surely de- 
serves an index. 

It may well appear to the reader ex- 
perienced in regulatory literature that 
Professor Schmidt has obtained this rare 
combination of simple readability and 
balanced analysis by hard work and care- 
ful judgment. Instead of yielding to the 
temptation of dumping in shovelfuls of 
repetitious quotations from dust-cov- 
ered classic decisions, he has taken the 
additional time necessary to make every- 
thing shorter and clearer. He has gotten 
the meat out of these older cases—at 


least what meat there is left in them at 
this late date—and reproduced it in his 
own brief fashion without further ado 
other than official citation. Yet this 
author indicates that he has read these 
decisions thoroughly. For example, in 
the footnote on page 65 he shows an un- 
derstanding that the Supreme Court has 
never forbidden the use of price index 
numbers in valuation proceedings but 
only restricted them to indicia relating 
to utility plant. Other recent authorities 
in this field have failed to show full ap- 
preciation of this important distinction in 
their analysis of Chesapeake & Potomac 
Telephone Company v. West, 295 US 
662.8 PUR(NS) 433. 

His discussion of the “integration 
movement” is a fair appraisal of the 
holding company problem which reaches 
this rather philosophical conclusion 
(p. 150) that “the absence of regula- 
tion no doubt encourages enterprise and 
expansion ; the chaos which ensues is in 
part the price we pay for freedom of en- 
terprise and aggressive developments. 
Considering the enormous expansion, the 
price we have paid may not be too high.” 

—F. X. W. 
THE Economics oF Pusiic Uriities. By 


Emerson P. Schmidt. Edwards Brothers, 
Inc. Ann Arbor, Mich. Price $3. 





Why British Utility Rates Have Started Upward 
Under the War Pressure 


ENTRAL London Electricity Limited 

believes that consumers of its cur- 

rent should realize why it has been neces- 

sary to raise the rates, and, following the 

lead of the big gas companies, has issued 

a booklet to its customers, “For Your 
Information.” 

Tracing the development of London’s 
service back before the war, the com- 
pany points out that for years past con- 
sumers in the area were benefiting from 
a steadily pursued policy of expansion. 
It was clear that if electricity were cheap- 
ened, central London would be ready to 
use it more freely, and equally clear that 
it would be used more freely if it could 
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be cheapened. Money, of course, would 
have to be sunk in new plant to carry 
the anticipated extra load. Projects for 
wiring and other inducements would 
have to be financed to attract the extra 
demand. 

Nevertheless, if, as a result, people 
used current to a sufficiently increased 
extent, all these expenses would even- 
tually be recovered in the revenue re- 
ceived, and it would be possible to sell 
electricity at an even cheaper rate. 


| oomparone on these lines, the com- 
pany brought down charges. The in- 
troduction of standard voltages was ac- 
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celerated and uniform tariffs were in- 
troduced. 

The comprehensiveness of the pro- 
gram may be judged by the fact that, in 
recent years, the capital expended to 
cover load development exceeded $10,- 
000,000. The company said: 

These extensions rested upon a foundation 
which the war has completely cut away. No 
longer can the new machinery and the addi- 
tional cables carry the flow of light and, 
power which was to be their justification. 
As each business has closed, each home has 
been evacuated, each shop window left in 
darkness, it has been reflected in the sudden 
ebb of electricity. A great and far-reaching 
pall of darkness converges through a multi- 
tude of dead wires on to a single point. 


Allowing for the mixed metaphors, 
this is a fair picture of the state of Lon- 
don’s electricity supply today. 

Again there is the idle apparatus—the 
cookers, the fires, the refrigerators, and 
other appliances which were to help to 
meet the charges and, instead, are now a 
charge upon the resources of the com- 
pany, against which there is nothing to 
set. ARP has brought a new expense, 
naturally heavy in the case of a great 
public undertaking. Payment for war- 
tisk insurance has been imposed by law. 
There are the increases in present costs ; 
more for coal; more for rates; more for 
income tax; more for all the materials 
used by the company. 


“Incomparably the most difficult de- 
cisions to make, though, were those 
relating to the upward revisions of 
charges,” says the pamphlet. It was well 
known that consumers in the area were 
themselves badly affected as a conse- 
quence of the war, and that the time was 
not suitable to play for safety by burden- 
ing charges with even the tiniest margin 
that was not manifestly essential. For 
instance, the company has tried to avoid 
increasing rates where they would put an 
added burden on the poorer sections of 
the community. The message concluded : 


We hope that the explanation will help 
you to understand that by putting up prices 
Central London Electricity is not attempting 
to make an extra profit, but is asking you 
to meet the increased cost of the commodity 
it supplies. It is our hope, just as it must be 
yours, that the day is not far distant when 
the costs will begin to go down again. 


Most of the English electric utilities 
(or “undertakings,” as the British call 
them) are independent, not municipally 
owned, and rise in costs is not uniform, 
as it depends on cost of production. Ac- 
cording to the British trade publication, 
The Electrical Review, the general in- 
crease in rates charged for electric utility 
service has been from 5 to 15 per cent 
since the beginning of war. 

—LEICESTER COTTON, 
London, England. 





Moving the Masses in Modern Cities 


HE American Transit Association 
has recently published an illustrated 
booklet presenting certain fundamental 
factual data bearing upon the growing 
problem of traffic congestion in cities. 
The booklet emphasizes the impor- 
tance of public transit service in the life 
and movement of people of a com- 
munity; points out some of the stagger- 
ing difficulties that stand in the way of 
rebuilding cities exclusively for travel in 
Private autos; and encourages civic 
leaders to work with transit companies 
for the improvement of transit service 
and the lessening of traffic congestion. 
By the use of charts and illustrations, 


the passenger-carrying capacities of vari- 
ous modes of public and private trans- 
portation are compared. It is pointed out, 
for instance, that the passenger capacity 
of a lane of busses on a surface street 
is about three and one-half times that 
of a lane of automobiles on an elevated 
highway. The capacity of a lane of street 
cars on a surface street is similarly found 
to be about five times that of a lane of 
automobiles on an elevated highway. 


ROM a number of different angles, 
the booklet attacks the proposition 
that everyone will ride to work in a pri- 
vate automobile in the city of the future. 
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Although “beautiful pictures of the cities 
of the future, with their towering pin- 
nacles and connecting skyways along 
which are to flow myriads of individual 
automobiles” appeal to the popular 
imagination, it is stated, “their cost is 
little short of stupendous.” 

For one thing, it is asked, what are 
we going to do with the automobiles 
after the workers get downtown? Fig- 
ures are presented to show the storage ca- 
pacity required for automobiles, and the 
conclusion is drawn that 

.... to transport the daily working popula- 
tion into central areas by automobiles would 
require garage storage capacity at least 
equivalent in cubage to the amount used 
for the conduct of business, or in other 
words, would double cubage requirements 
of present central area buildings. This 
comparison makes no allowance for the 
storage of autos by those who come into 
these districts to do business as shoppers 
and otherwise. 


Another comparison is drawn to show 
the impossibility of achieving universal 


automobile use by building double-deck 
streets. Even if double-deck streets 
could be built over all the main traffic 
arteries in a typical city, it is shown that 
the traffic capacity of such arteries 
would be something less than twice the 
capacity of present streets. And, with- 


out public transit service, this capacity 


would fall far short of that necessary to 
move the present volume of travel. The 
booklet concludes: 


Compared to the cost to a community of 
rebuilding itself for automobile travel, the 
economic advantage is all in favor of what- 
ever public expenditures may be necessary 
to achieve a really acceptable standard of 
service on public carriers. Current problems 
will be solved successfully, not by vision- 
ary schemes which appeal to popular imagi- 
nation, but by sober consideration of the 
fundamental economic and engineering fac- 
tors which will eventually govern the re- 
sults achieved. 


Moving THE Masses IN Mopern ClimEs. 
American Transit Association, 292 Madison 
Avenue, New York, N. Y. Price 10 cents, 





The Chamber of Commerce Forum on 
Regulation Of Natural Resources 


N the afternoon of May Ist, during 
the recent annual convention of the 
Chamber of Commerce of the United 
States held in Washington, D. C., a 
round-table conference was held on the 
subject of “The Relation of Government 
to Natural Resources.” Presiding over 
this conference was a well-known leader 
of the utility industry who has been quite 
active in Chamber of Commerce activi- 
ties, James F. Owens, president of the 
Oklahoma Gas & Electric Company. 

The subject of the discussion was de- 
veloped from three different angles— 
self-regulation of natural resource indus- 
tries, state regulation, and Federal regu- 
lation. 

On the score of self-regulation, J. D. 
A. Morrow, president of the Pittsburgh 
Coal Company, defended his industry 
against charges that it is “sick,” stupid, 
and unprogressive. He said that the 
“miseries of coal are not of coal’s making 
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but are the direct and inescapable conse- 
quences of unsound and destructive gov- 
ernmental policies that have been applied 
to this industry.” He argued that if these 
policies were reversed, the industry could 
do a much better job of regulating itself 
than the government has done so far, 
through its unhappy experience with the 
National Bituminous Coal Commission. 
He attacked local taxation of the re- 
serves of unmined coal on the grounds 
that it forces into production great re- 
serves of coal not needed for current re- 
quirements. Taxes on coal, he said, 
should be levied only when it is mined. 
Finally, he suggested that individual 
concerns in the coal industry should be 
permitted legally to enter into voluntary 
associations, sales agencies, or other 
groups for the purpose of collecting and 
compiling current information, engaging 
in group research and mutual technical 
improvements, and, last but not least, for 
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“FEARED YOU’LL HAVE TO SEND THIS THING BACK, JUD— 
LESS YA’ WANNA CRIPPLE TH’ WHOLE FAMILY” 


the purpose of agreeing on production 
volume, prices, terms, and conditions of 
sale. Mr. Morrow stressed that this ac- 
tion should be voluntary. He added that 
“what is suggested here for coal in prin- 
ciple would apply with equal force to the 
other natural resource industries.” 


rk. George A. Hill, Jr., president of 

the Houston Oil Company of 
Texas, discussed state regulation from 
the viewpoint of the petroleum industry. 
He covered five points: (1) “The legal 
basis for state regulation” — which, he 
concluded, was constitutionally sound 
under the decision of the Supreme Court ; 
(2) “typical oil regulatory statutes”—of 
which he cited examples ranging from 


the first conservation law, enacted in 
Pennsylvania in 1878, to the present-day 
practice ; (3) “supplemental Federal reg- 
ulation”—which includes the Connally 
Act barring illegally produced petroleum 
from interstate commerce, ICC control 
of pipe lines, and the limited activities of 
the Interstate Oil Compact Commission ; 
(4) “the accomplishments of the Ameri- 
can oil industry’—in which the speaker 
pointed to technical advances, not only in 
well drilling (from a maximum depth of 
5,490 feet in 1922 to over 15,000 feet to- 
day), but also in geophysical location of 
new reserves which so far have out- 


stripped the enormously increasing rate 
of consumption; (5) “plans for eco- 
nomic dictatorship’—in which Mr. Hill 
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attacked the pending Cole bill which 
would give the Secretary of the Interior 
wide powers over the petroleum industry. 


HE subject of Federal regulation 

was covered by Dr. Ralph J. Wat- 
kins, economic adviser of the National 
Resources Planning Board. Conceding 
the accomplishments of the petroleum in- 
dustry in locating new reserves and im- 
proving the technique of exploiting old 
ones, Dr. Watkins, nevertheless, ex- 
pressed concern over the increasing rate 
of consumption of irreplaceable pe- 
troleum reserves. We still have plenty 
of natural resources, but the speaker said 
we must be especially careful of our pe- 
troleum, where the end of known cheap 
reserves is theoretically already in sight 
—about a fifteen years’ supply at the 
present rate of consumption. Dr. Wat- 
kins added: 


After our natural reservoir oil is ex- 
hausted or after the shortage becomes se- 
rious, we can turn to oil made from coal, 
to oil shale, or—to a limited extent—to 
alcohol from vegetable matter, but at much 
higher costs. Consequently, we need feel 
no alarm over the possible breakdown of our 
motorized civilization, but we may well 
concern ourselves over the higher costs 
that we would have to pay and at the pros- 
pect of handicaps in international compe- 
tition. ... 

. . . Let me hasten to say that it is not 
my purpose to build a case for Federal reg- 


ulation in all cases or for exclusive Fed- 
eral regulation in any case. I do contend 
that the Federal government—as the only 
agency representative of all of us—must 
assure itself that the objective of conserva- 
tion of these energy resources is being at- 
tained; and I contend, further that parts of 
that task can be accomplished only by that 
agency of government which has jurisdic- 
tion over our entire domain, 1. e., the Fed- 
eral government. To make these conten- 
tions is not to say that these industries 
themselves do not have vital réles to play 
in the fight for conservation and not to 
say that the governments of the producing 
states do not have vital rdles to play. 


On the subject of water power, Dr. 
Watkins stated : 


As regards water power, the rdle of the 
Federal government is and must be a much 
more active one. To use water power is to 
conserve it; failure to develop feasible wa- 
ter power sites is to waste such power 
resources. Moreover, utilization of water 
power is to a large extent dependent on pub- 
lic policy, since much of the potential power 
depends on integrated storage and controlled 
release of water in river basins so extensive 
as to be beyond the scope of private enter- 
prise and, indeed, beyond the scope of state 
agencies without Federal codperation. 


In short, the speaker concluded that 
Federal government is the only agency 
equal to the task of coping with the mass 
regulation of natural resources from a 
true standpoint of national interest. He 
especially urged the necessity for this in 
connection with the petroleum industry. 





Power Policy Powwow between Federal 
Regulators and Bankers 


iY the evening of April 18th, at the 
exclusive Metropolitan Club at 
Washington, D. C., there gathered a 
number of officials of the government 
and representatives of financial institu- 
tions for a round-table discussion under 
the auspices of the publishers of the 
Savings Bank Journal. The topic of the 
discussion was “Exploring the Public 
Utilities Outlook.” 

Possibly to avoid having whatever 
they might say used against them, repre- 
sentatives of private utility management 
were not present, with the notable excep- 
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tion of Samuel Ferguson of the Hartford 
Electric Light Company and Eliot 
Wadsworth of the Stone & Webster or- 
ganization. However, the administration 
officials, who had nothing to lose, turned 
out in full force. 

The meeting included such New Deal 
administration luminaries as Benjamin 
V. Cohen; Chairman Leland Olds of the 
Federal Power Commission; Lauchlin 
Currie, the President’s assistant; and 
Senator Burton K. Wheeler of Montana. 
The balance of thirty participants were 
mostly high executives of well-known 
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savings banks and investment houses. 


ROBABLY because of the heavy admin- 
or representation, the confer- 
ence resulted in a pretty sympathetic ex- 
position of the policies of the Federal 
government in regulating utilities. How- 
ever, financial specialists must have 
found the meeting quite interesting, since 
itlasted from 5 p. M. until past midnight. 

Details of this discussion are reported 
to be in the process of publication in a 
forthcoming issue of the Savings Bank 
Journal, whose editor and publisher, 
Melton W. Harrison, was largely re- 
sponsible for the get-together. 

It is said that Benjamin Cohen ex- 
plained how holding companies could be 
integrated under the Holding Company 
Act through the granting of voting priv- 
ileges to senior security holders in op- 
erating utility companies. These remarks 


were noted with interest by a number of 
important senior security holders who 
were present at the time. They generally 
followed the line of argument which had 
previously been developed by Chairman 
Jerome N. Frank of the SEC in a signed 
article published in the Electrical World 
of April 13th. Chairman Olds was re- 
ported to have said some interesting 
things about Federal rate regulation, 
stressing the importance of an aggressive 
sales policy for electric utilities. 

Senator Wheeler is said to have gone 
into the matter of the Federal govern- 
ment’s own power program, while the 
representatives of the institutional in- 
vestors exhibited considerable interest in 
a discussion of the capitalization and 
prospective financing of the utility indus- 
try under the new regulatory order 
which has been established in Washing- 
ton. 





Notes on Recent Publications 
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Business. March, 1940. 
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Federal and state laws which regulate busi- 
ness,” by Mark Eisner, Blackwell Smith, 
Irving Fox, Burton A. Zorn, Robert E. 
Freer, H. Gregory Thomas, Q. Forrest 
Walker, Alexander B. Royce, Abraham H. 
Cohen, Arthur T. Vanderbilt, Milton Han- 
dler, and Mabel L. Walker, with an intro- 
duction by F. H. LaGuardia. 


How Asout TELEvisIon? By Edgar M. Jones. 
The Nation. April 6, 1940. 


Ittnots Gas Utititres. A Comparative Study 
of j 1939 Sales. Research Bulletin No. 31. 
— Commerce Commission. Springfield, 


This study, which has been prepared by 
Neil C. Albin, senior statistician of the re- 
search staff of the I!linois commission, con- 
tinues the series of analyses of gas sales re- 
ported by the principal gas utilities subject 


to the jurisdiction of the Illinois Commerce 
Commission. The statistical tables contained 
in this volume review in detail gas sales for 
1939 in comparison with those for 1938. Ad- 
ditional tables present in summary form the 
trend, of gas sales during the seven years 
from 1933 to 1939, inclusive. The textual 
portion of the study discusses briefly the 
more significant facts revealed in the tables. 


NicHT Operator. By Ethel Sutherland. The 
Saturday Evening Post. April 13, 1940. 

A human interest story written by a vet- 
eran telephone company switchboard opera- 
tor, who for some unexplainable reason 
seems to have been continually assigned to 
night work. Dramatic highspots and petty 
emergencies are presented in brief anecdote 
form, along with a description of opera- 
tors’ technique. While this may be elemen- 
tary to those connected with the telephone 
industry, they will want to read the article 
just as much as their nonutility neighbors. 


ProcepURE HANDBOOK OF ARC WELDING DE- 
SIGN AND Practice. Sixth edition. The Lin- 
coln Electric Company, Cleveland, Ohio. 
1,125 pp. $2. 


Richt oF Pusiic UTILITIES TO QUESTION 
VALIDITY OF THE TENNESSEE VALLEY AU- 
tHority Act. Tenn. Elec. Power Co. v. 
TVA (US Sup Ct). 13 S. Calif. L. Rev. 
255. January, 1940. 
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Boulder Power for Los Angeles 
Area 


2 fers the states of the upper Colorado 
river basin must, for the time being, be 
content with surveys of possible future irri- 
gation and power projects, definite plans were 
recently reported under way for extensive de- 
velopment of the Colorado river below 
Boulder dam, primarily for the benefit of the 
Los Angeles area, and to some extent, Arizona. 

The old understanding that the upper basin 
should begin receiving benefits before more 
money is spent for new projects in the lower 
basin seems to have been forgotten, it was said, 
for Reclamation Commissioner John C. Page, 
during his second day before the House Irriga- 
tion Committee early this month, disclosed that 
the demand is heavy for more power in south- 
ern California and Arizona than can be sup- 
plied by Boulder dam; more power than can 
be furnished by Boulder and Parker power 
plants combined. 

Surveys for still another dam at Bull’s Head, 
midway between Boulder and Parker dams, are 
being pushed, and within a year or two the 
feasibility of that third major power develop- 
ment in the lower river will be established. 


Reduction Program Started 


Papen Gas & Electric Corporation 
trustees recently were reported to have 
embarked upon a program of lower electric 
rates throughout the entire system. The first 
important step in that direction would be taken 
by Staten Island Edison Corporation when it 
makes effective substantial rate reductions for 
residential consumers. Under the proposed new 
schedule, Staten Island Edison’s customers 
would save about $350,000 a year in electric 
charges. 

The decision to establish lower rates for 
many of Associated’s properties was said to 
mark the first definite action by the trustees 
to influence operating policies since they were 
given custody of the system a little more than 
two months ago. 

It was believed that negotiations would soon 
be undertaken with the New Jersey Board of 
Public Utility Commissioners, which would 
result in the downward readjustment of service 
charges by New Jersey Power & Light, and 
a compromise of the proceedings pending be- 
fore that regulatory agency relating to rates 
of Jersey Central Power & Light Company. 
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The March of 
Events 


‘When the New Jersey readjustment has been 


. made, the various properties in Pennsylvania 


are scheduled for an examination to determine 
what concessions can be made by the trustees 
to the systems’ customers there. 


Vote TVA Reimbursement 


EGISLATION to reimburse states and their 
subdivisions for loss of taxes due to the 
Federal use of property in developing opera- 
tions of the Tennessee Valley Authority was 
passed by the Senate on April 30th without a 
record vote. 

Similar legislation, however, had been laid 
aside by the House leadership and, unless there 
is a major change in program, would not be 
acted upon, thereby leaving this question open 
for fresh consideration by the next Congress, 

The program outlined in the Senate bill pro- 
vides for the payment to the states involved 
of fixed proportions of the revenues of TVA 
from the sale of power, beginning with 10 per 
cent in the first year of operation of the pro- 
gram and declining gradually until 5 per cent 
of this revenue is distributed annually. 

One-half of the money would be distributed 
in proportion to the value of power sold in 
each of the states, and the other half would be 
apportioned on the basis of value of property 
taken over by the Federal government. The 
bill would, if adopted, give substantial pay- 
ments to Alabama, Tennessee, Mississippi, Ken- 
tucky, Alabama, and Georgia. 


SEC to Ease Sinking Fund Rule 


A REVISION of SEC rules governing the ac- 
quisition of securities for sinking fund 
purposes by utility companies is being consid- 
ered, the commission revealed recently. Exist- 
ing rules require a company to obtain special 
SEC permission for any sinking fund _pur- 
chase which is not made “at a price specifically 
designated” in the security, indenture, articles, 
“or other similar fundamental document” 
which sets forth the sinking fund provisions 
for the issue. The requirement that sinking 
fund purchase be made at a specific price, un- 
less special permission has been granted, will 
be dropped from the new rule. d 

Utility companies will be free to acquire 
securities for sinking fund purposes at prices 
other than those set forth in the sinking fund 
provisions for the securities, provided that 
other features of the sinking fund are com- 
piled with. 
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THE MARCH OF EVENTS 


Fights TVA Civil Service Plan 


ENATOR Norris of Nebraska told the Sen- 
ate Civil Service Committee recently that 
officials of the Tennessee Valley Authority had 
been “concerned and watchful” of sabotage in 
the administration and operation of the gov- 
ernment’s huge power project. The Nebraskan, 
author of the act which authorized the creation 
of the power development, urged the commit- 
tee to exempt TVA from provisions of the 
Ramspeck bill to extend the civil service. 
Norris said “we should never make it possi- 
ble for a spy of the power interests to get into 
TVA through the civil service.” He asserted 
it was “embarrassing” for him to appear in 
opposition to a civil service bill but contended 
that exemption of TVA from the Ramspeck 
measure would be “a great service for the 
advancement and improvement of the civil 
service.” He said the TVA operated under a 
civil service system of its own superior to any 
in other branches of the government. 


TVA’s Rural Customers Trebled 


iene number of rural customers using TVA 
power more than tripled during the two 
years ending December 31st, according to fig- 
ures released last month by the TVA. 

Customers numbered 42,449 on December 
31st, or 30,150 more than two years prior. In 
this time annual revenues from farm custom- 
ers rose to $641,128 or $460,712 more than two 
years before. The number of miles of rural 
lines rose 7,346 miles to a total of 11,163. 


Of the lines in service at the end of 1939, 
nearly 8,000 miles represented new construc- 
tion in rural areas previously without electric 
service. Approximately 3,180 miles, including 
2,100 taken over by municipalities and codp- 
erative associations from the Tennessee Elec- 
tric Power Company, were purchased from 
privately owned public utilities. In addition to 
service to actual farm customers, TVA power 
was being used at the end of the year by ap- 
proximately 32,000 other consumers in the 
rural classification. 


TVA Plan in Northwest 
Charged 


HE Federal government was _ recently 

charged by the American Power & Light 
Company with having embarked upon a pro- 
gram for the destruction of the private elec- 
tric power companies in the Pacific North- 
west “as was done in the Tennessee valley.” 

The allegation was made by Howard L. 
Aller, president of the company, in his annual 
report to stockholders. The report gave a com- 
prehensive presentation of the situation with 
respect to potential government competition 
(using Bonneville and Grand Coulee power) 
with American Power & Light subsidiaries 
in the Northwest. 

Mr. Aller said there were indications that 
those in charge of the marketing policies of 
the Bonneville project were intent upon a pro- 
gram that would result in destruction of pri- 
vate enterprise in the electric industry in the 
Northwest. 


Alabama 


TVA Adds Properties 


= Tennessee Valley Authority entrenched 
its electric power program in north Ala- 
bama and boosted its total number of cus- 
tomers in the Tennessee valley near the 400,- 
000 mark recently with the $4,600,000 purchase 
of Alabama Power Company electric proper- 
ties. The company is a subsidiary of Common- 
wealth & Southern Corporation. 

With the formal transfer of the properties 
from private to public ownership about July 
Ist, TVA will be virtually an exclusive whole- 
saler of electricity in Tennessee, north Missis- 
sippi, north Alabama, and north Georgia 


J. A. Krug, chief TVA power engineer, said 
TVA had agreed to pay $1,989,000 of the pur- 
chase price, and that shares of the public 
agencies were divided as follows: 

North Alabama Electric Codperative, $185,- 
000; Sand Mountain Electric Codperative, 
$136,100; Cherokee County Electric Member- 
ship Corporation, $81,800; city of Albertville, 
$263,100; city of Huntsville, $1,600,000; Cull- 
man County Electric Membership Corporation, 
$125,000; Joe Wheeler Electric Membership 
Corporation, $88,000; city of Sheffield, $47,000; 
Tishomingo County Electric Power Associa- 
tion, $60,000; city of Decatur, $25,000. A few 
towns did not consent to the agreement. 


Arkansas 


Oil Well Shutdown Sustained 


UTHORITY of the Arkansas Oil and Gas 
Commission to shut down production in 


the state’s regulated oil fields without a hearing 
in event of emergencies was upheld by the 
state supreme court on April 22nd. The ruling 
rejected in effect a contention by the Lion Oil 
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Refining Company of El Dorado that a shut- 
down order issued by the commission last 
August was for price fixing and not conser- 
vation purposes. 

Ruling against the Lion Company, the tri- 
bunal said the commission did not exceed its 
authority under terms of Act 105 of 1939. A 
section of the measure empowered the agency 
to order shutdowns without a public hearing 
in emergency cases. The unanimous opinion, 
written by Associate Justice McHaney, said 
in part as follows: 

“We cannot agree with these suggestions as 
the order shows on its face that it was made in 
the interest of conservation to prevent waste 
and that it [the commission] was acting in an 
emergency, even though the word ‘emergency’ 
was not used in the order. Whether an emer- 
gency existed was for the commission to de- 
termine and not the courts, if there is any 
substantial evidence to support it and unless 
fraud be shown.” 

The commission’s order was issued within 
a few hours after major oil companies in the 
Mid-Continent area reduced the price of crude 
20 cents a barrel and after regulatory commis- 
sions of neighboring states had taken similar 
action. The price was increased soon thereafter. 


Municipal Rate Reduced 
‘fewe Attorney E. F. McFaddin recently an- 


nounced that the Arkansas Louisiana Gas 
Company had reduced its gas rate from 15 to 
10 cents per thousand cubic feet for the munici- 
pal water and light plant at Hope. 


Mr. McFaddin said the contract called for 
gas consumption at the plant at the reduced 
rate until September 22nd, when the city of 
Hope begins a 10-year contract with Louisiana- 
Nevada Transit Company to furnish fuel at 
10 cents per thousand cubic feet. 

The present contract with Arkansas Louisi- 
ana Gas Company would save the city approxi- 
mately $4,000 in fuel cost, McFaddin said, 


’ Service Area Divided 


a= utility company and a rural codp- 
erative association were granted authority 
on April 25th to construct electric lines in 
Columbia county. 

The state utilities commission authorized the 
Arkansas Power & Light Company to serve 
the Macedonia area and the Claiborne Electric 
Codperative Corporation, Inc., of Homer, La., 
was empowered to serve the Walkerville area, 
both south of Magnolia. The Arkansas Power 
& Light Company was ordered to complete and 
energize within sixty days a rural line to 
Macedonia, Hunt, and the Rocky Mound 
community. 

The codperative asked permission to build 
41 miles of lines to serve 155 potential custo- 
mers from the Louisiana line to Horsehead 
creek. 

The commission also divided territory in 
Perry and Yell county between two independ- 
ent telephone companies, both of which 
sought authority to serve the U. S. Army En- 
gineers who are constructing Nimrod dam on 
Fourche La Fave river. 


California 


City Fights Power Ruling 


AN Francisco late last month started the job 

of trying to overcome invalidation of its 
Hetch Hetchy power contract with the Pacific 
Gas and Electric Company without forfeiting 
the more than $2,000,000 income per year which 
the contract now produces. 

City Attorney O’Toole announced the city’s 
intent to make formal application to the U. S. 
Supreme Court for a rehearing of the April 
22nd decision, which labeled “illegal” the con- 
tract with PG&E and indicated the city would 
have to go into the power business or find 
a —— of retaining title to the power it now 
sells. 


On the semiofficial front, the San Francisco 
Chamber of Commerce jumped into the effort 
to have the Raker Act amended so the PG&E 
contract may be legalized. The San Francisco 
Bureau of Governmental Research, in a sum- 
mary of the possibilities confronting the city’s 
officials, stressed amendment of the Raker Act 
as point 1 in a 5-point summation and pointed 
to the “blind spot” in the act which leaves un- 
limited authority in the hands of the Secretary 
of the Interior in the event San Francisco 
abandons power production and the Secretary 
decides to take over. 

Walter A. Haas, president of the San Fran- 
cisco Chamber, sent wires to Congressmen 
Welch and Havenner. 


Connecticut 


Company Files Briefs 


HE Federal Power Commission on April 
30th received final briefs in its fight to 
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establish jurisdiction over the Hartford Elec- 

tric Light Company, and fixed June 3rd as 

concluding oral argument. 7 
The company has refused to file accounting 
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data with the commission upon the grounds it 
is not a public utility as defined by the Fed- 
eral Power Act. Briefs filed recently by counsel 
for the FPC and for the utility collided on this 
issue and disclosed both parties as willing to 
carry the controversy to the courts, if neces- 


sary. 

The FPC claims jurisdiction upon the con- 
tention that the Hartford Company owns 
equipment for the wholesale sale and distribu- 
tion of electricity and sells electric energy to 
the Connecticut Power Company which sub- 
sequently is moved in interstate commerce. The 


company denies it owns such equipment, and 
insists the electric energy it sells the Connecti- 
cut Power Company is “altered in characteris- 
tics” before moving across state lines. 

In its brief, counsel for the Hartford Com- 
pany asserted that the utility was prohibited 
by its charter from engaging in interstate com- 
merce. Commission counsel expressed doubt 
the state could impose any such prohibition. 
The Hartford Company counsel argued that 
the company was subject to the Connecticut 
Public Utilities Commission and, therefore, not 
subject to Federal Power Commission orders. 


lowa 


Municipal Plant Rejected 


HE voters of Oelwein on April 25th re- 

jected, for the second time in eight years, a 
proposal to construct a municipal light and 
power plant in that city. The vote was 1,659 
against the proposal and 1,177 for. 


The Hubbard Engineering Company of Chi- 
cago promoted the proposed plant, which 
would have cost $650,000. 

The Interstate Power Company, with gen- 
eral offices at Dubuque, has provided Oelwein 
with electric service for the past twenty-two 
years. 


Kentucky 


Refund Decision Stands 


T= court of appeals on April 26th refused 
to reconsider its previous decision that the 
Union Light, Heat & Power Company must 
make refunds to Covington gas consumers 
which that concern’s counsel estimated would 
total “at least $300,000.” However, the more 
recent ruling stated: 

“On return of the case the circuit court will 
ascertain the date subsequent to which the con- 


sumers were charged the reduced rates pro- 
vided for by the Cincinnati compromise ordi- 
nance and modify its judgment so as not to 
require refunds on bills for gas consumed sub- 
sequent to that date. As so modified, the judg- 
ment is affirmed. 

“Judges Thomas and Fulton dissent from 
so much of the opinion as holds the refunds 
should be made for any period of time after 
August 5, 1932, the effective date of the second 
franchise.” 


Louisiana 


Bond Issue Votes 


Awan election for the purpose of voting 
on the proposal for two bond issues to 
build a waterworks system and a natural gas 


am system in Baldwin will be held on May 
28th. 


The proposals call for two bond issues, the 
first for $16,000 for the gas system and the 
second for $23,000 for the waterworks system. 


M ichigan 


Gas Rate Cuts Rejected 


| peor sip fighting before the state public 
service commission for a reduction in De- 
troit gas rates recently spurned a commission 
suggestion for a conference and possible com- 
Promise on the basis of tentative rates pre- 
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pared by its engineers. The proposals, they 
said, offer the gas users of Detroit practically 
nothing in the way of relief, and certainly no 
approach to the degree of relief to which they 
are entitled. 

James H. Lee, Detroit assistant corporation 
counsel, and Duncan C. McCrea, Wayne county 


MAY 23, 1940 





PUBLIC UTILITIES FORTNIGHTLY 


prosecutor and original petitioner in the gas 
rate case, were indignant after a study of the 
schedules submitted to them by the commis- 
sion. 

Three general proposals, each offering sev- 
eral alternate rates on different classes of 
service and different volumes of consumption, 
were offered by the commission engineers. Each 
contemplated a reduction in the price of gas 
for purely domestic use, such as cooking and 
heating water. Each would result in slight in- 
creases in the cost of gas for house heating 
and also slight increases in cost of gas for com- 
mercial heating. 


DSR Heads Fight on State Rule 


| geome of the DSR Commission recently 
appointed themselves the nucleus of a 


citizens’ committee to campaign against a state 
law that would prevent the city of Detroit 
from operating street cars and busses outside 
the city limits, a restriction that would serj- 
ously affect DSR revenues. 

The law carried a referendum rider which 
stops it from taking effect until after the people 
have voted on it. 

Samuel T. Gilbert, president of the commis- 
sion, asserted that cost of the campaign would 
be charged to the city, but that he could not 
estimate what the cost would be. The decision 
to utilize DSR personnel and cash in the fight 
for votes at next November’s election was 
made at the regular commission meeting on 
April 30th. The DSR will have the support 
of the Detroit Citizens League, the Michigan 
Municipal League, and the Bureau of Govern- 
mental Research. 


M ISsissippI 


Bond Objections Overruled 


HANCELLOR D. M. Russell in a hearing at 
Pascagoula early this month overruled all 
but one objection filed by a group of Jackson 
county taxpayers to the validation of $360,000 
bonds of the city of Pascagoula for construc- 
tion of a natural gas distribution system. 
The one objection which the court held 
might be sufficient to prevent validation of the 
bonds was a provision that permitted munici- 
pal authorities to use other municipal funds if 
found necessary for maintenance and repair of 
the system. It was announced that this objec- 
tion probably would be cured by an agreement 
which attorneys for the proponents were said 
to have indicated could be reached by elimi- 
nation of this provision. The case was carried 
forward for a decree later after this objection 
has been overcome. 


Senate Passes Power Bill 


HE state senate on April 29th passed a 

bill that would create a state power com- 
mission to regulate public utilities serving gas 
and electricity. The vote was 24 to 23. Two 
senators were absent. 

Proponents said the bill was designed for 
the good of the consumer and was needed to 
insure adequate service and proper rates. They 
said it was modeled after the Federal Power 
Commission authorization. The bill did not 
go immediately to the house, having been held 
on a motion to reconsider. 

The bill would provide for a commission of 
three members, appointed by the governor for 
4-year terms, to serve on a per diem basis 
and receive compensation for traveling ex- 
penses. Per diem pay to each member would 
be limited to $2,400 a year and traveling ex- 
penses to $1,500. 
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The commission would have authority to 
fix “just and reasonable rates” ; fix “the proper, 
adequate, or sufficient service to be furnished”; 
and determine when abandonment of any serv- 
ice might be warranted. 

No utility would be permitted to begin con- 
struction or operation of any gas or electric 
facility or any extension without obtaining a 
certificate of public convenience and necessity. 
Accounts and records of utilities would be open 
to the commission at all reasonable times. 

The commission’s authority would not ex- 
tend to municipally owned or operated utili- 
ties, nor to any rural electrification association, 
nor to any matters subject to regulation by 
the Federal Power Act or the Tennessee Valley 
Authority Act. 

The senate has also passed H. B. 784 which 
would authorize municipalities owning power 
plants to appoint water and electric light 
commissions, 


Gas Rate Fight Started 


f pew city of Jackson recently started a new 
move in its battle to avert increased gas 
rates, filing suit in chancery court for an in- 
junction to restrain the Mississippi Power & 
Light Company from collecting funds under 
their “new gas rates.” , 

The city for many years received special 
“field” rates because of the natural gas field 
within a few miles’ radius of the capital. Early 
this year, however, the power company said 
the Jackson field supply was so depleted it had 
been necessary to veil pipe-line gas in and 
that, as a result, “pipe-line” rates would be 
charged. ; 

The city filed protests with the state public 
service commission, the Federal Power Com- 
mission, and held an election at which voters 
declined to approve the increase. 
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THE MARCH OF EVENTS 


Missouri 


Rate Cut on Bond Election Day 


AS voters of St. Charles went to the polls on 
May 4th to pass on a $600,000 bond issue 
for a municipal electric system it was disclosed 
that the Union Electric Company of Missouri 
had put into effect a 28 per cent reduction in 
the city’s annual street lighting bill. The charge 


33 cut from $8,523 to $6,130, a decrease of 


For the third time in seven years, the bond 
issue failed at the polls. The cause of failure 
was said to be chiefly civic lethargy. The total 
vote was only 3,256 (less than half the total 
registration) as compared, with 4,010 votes in 
January, 1933, and 4,330 in March, 1933. 


Nebraska 


Makes Power Plant Bid 


Bde McCook city council last month unani- 
mously approved offering the sum of 
$425,000 to the Nebraska Light & Power Com- 
pany for all its properties in that city. Terms 
of the resolution were that it would be pre- 
sented to the light company and on its ac- 
ceptance an election would be called for ap- 
proval of the purchase by the people. It pro- 
vided that revenue bonds would be issued in 
payment on the purchase. Another resolution, 
favoring acceptance of the offer of the First 
Trust Company of Lincoln, to finance the 
bonds at 34 per cent, was approved. 

Several attempts have been made to establish 
a municipal light plant in McCook or to secure 
the local plant, but Mayor Lawritson said this 
was the first offer ever made to purchase the 
plant outright. 


Purchase Plan Invalidated 


T= state supreme court on April 26th held 
invalid a contract proposed to be executed 
between the city of Columbus and the Con- 
sumers Public Power District of Columbus 
which recently purchased the property of the 
Northwestern Public Service Company. The 
contract included a formula fixing the price 
the city would have to pay for the distribution 
system within its borders, if at any time before 
the entire plant was debt free it desired to take 
it over. 

The court said future councils cannot be 
legally bound to a price fixed in advance by a 
formula depending on the amount of bonds 
outstanding and allocation of earnings, when 
the statute leaves the determination of the 
reasonableness of the price to be fixed by agree- 
ment or condemnation proceedings at the time 
of the determination by the city to buy the 
system. 

Judge Paine, who wrote the opinion, said 
under the proposed agreement the city was, in 
fact, assuming to waive its right to condemn 
the property at any time in the future. Nor did 
the city agree that if it acted it would pay by 
issuing revenue bonds. What was proposed 
was to obligate the city to pay an amount to be 


computed at the time it took over under the 
terms of a very intricate and complicated 
formula, 

Judge Johnson alone dissented. He did so on 
the ground that it was not a contract requiring 
the city to purchase the distribution system, 
but one giving it an option it was not required 
to exercise. It could merely wait until the 
debt of the district had been paid and then 
take it over for the dollar the agreement set 
out, and he thought this advantage should be 
preserved for it. 

Charles B. Ricke, president of the Consum- 
ers Public Power District, said an adverse de- 
cision by the state supreme court on its pro- 
posed contract with the city would not inter- 
fere with the district’s acquisition of North- 
western Public Service Company properties in 
Columbus, but the ultimate cost to consumers 
may be higher. He asserted the district had 
been meeting all its obligations to the power 
company under the $1,259,000 lease-purchase 
agreement, including interest and sinking 
funds for replacements and improvements, and 
still has been accumulating a small surplus out 
of earnings. 


Unpaid Interest Piling Up 


HE Platte Valley Public Power District, 
better known as the Sutherland project, 
went into the red in 1939 by the sum of $348,108, 
according to its annual audit filed last month 
with the department of irrigation. The district 
reported revenue from electricity sales of 
$182,986 and of water, $26,754, giving it an 
income of $209,740. As operating expenses were 
$178,507, this left a net operating profit of 
$31,233, before interest and depreciation. No 
provision was made for depreciation, it was 
stated, because construction costs had not been 
completely allocated to depreciable and non- 
depreciable property, the latter including lands. 
Against this profit was charged $379,534 in- 
terest, of which $348,893 was interest on PWA 
bonds and $30,640 interest on interest. This 
left the deficit for the year at $348,108. 
Asa result of previous years’ operation there 
has accumulated against the property unpaid 
interest charges of $1,081,111, of which $969,- 
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728 is past due bond interest, $54,506 interest 
on bonds not due, and $52,884 interest charged 
on interest unpaid. 

The district has total liabilities of $12,055,- 
070, made up of 4 per cent bonds outstanding 
of $9,973,289, and current liabilities of $1,197,- 
289, in addition to the PWA grant of $2,430,489, 
which it will not have to pay. 


Court Issues Order 


TS state supreme court on April 26th 
issued an order enjoining the city of Nel- 
son and Fairbanks-Morse Company from pro- 
ceeding with construction of an electric plant 
until the court can pass on validity of objec- 
tions entered by the Southern Nebraska Power 
Company. The order is conditioned upon the 
latter executing a bond for $5,000 which obli- 
gates it to pay all damages and costs if it loses 


New 


Mayor Denounces “Monopoly” 


Ayor LaGuardia directed his fire on the 

public utility companies early this month. 
He asserted that the city as a whole and in- 
dividuals in it were the victims of a “mo- 
nopoly” trading on the necessities of life. 

His words were addressed to housewives 
from a stand erected in front of a new $102,913 
warehouse built by the Work Projects Ad- 
ministration and accepted for the city of New 
York by the mayor. 

Commissioner Joseph Goodman of the De- 
partment of Water Supply, Gas and Electricity 
had outlined the need for the warehouse and 
Lt. Col. Brehon B. Somervell, WPA adminis- 
trator, had commented on the efficiency of 
relief labor. The mayor complimented both of 
them and then stated: 

“I’m getting a great kick out of this. I think 
that I’ve established a policy that will always 
find an experienced engineer at the head of 
the Department of Water Supply instead of 
a politician. We’ve saved $3,000,000 a year in 
the city’s lighting bill since 1935. And we are 
not renewing present contracts for city lighting 
unless we get a further reduction in rates. 

“You all have bills, too. In time we'll be 
able to reduce those bills by half at least. 
There’s no reason why a group of men should 
have a monopoly on the necessities of life. 
Light must be provided not for profit but for 
the comforts of the people of the city, state, 
or nation, as the case may be.” 


Argue Seaway Issue 


ye York state proponents and opponents 
of the proposed St. Lawrence seaway 
treaty between the United States and Canada 
recently were reported ready to carry their 
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the litigation in the Nebraska Supreme Court. 

The district court had denied the relief asked, 
and refused to allow the company to give a 
bond that would have held up the work until. 
an appeal to the supreme court had been de- 
cided. The Fairbanks-Morse Company has 
contracted with the city, which owns only a 
distribution system and buys wholesale from 
the power company, to build a modern plant 
for $42,000, take pay in revenue bonds, put up 
$3,000 for working capital out of these og 
and also furnish a history of the bonds. Im- 
mediately after the district court refused to 
allow a supersedeas, work was started. 

The power company said unless work was 
stopped, its appeal would be in vain, since it 
would be finished by the time a decision could 
be reached. It claimed the contract was invalid 
because not being an extension of existing 
plant, an election must be called first. 


York 


fight to Congress with petitions and messages. 
Opponents in the 1940 state legislature made 
unsuccessful efforts to steamroller through a 
proposal to place the empire state on record 
against the seaway and power project. 
Legislative opponents also lost their fight 
to kill the state power authority, which was 
authorized, in coOperation with Canadian and 
American authorities, to improve and develop 
the International Rapids section of the St. 
Lawrence river for the aid and benefit of com- 
merce and navigation and for the development 
of hydroelectric power generally. The au- 
thority’s life was extended through an $80,000 
appropriation in the 1940-41 state budget over 
the objections of western New York legislators. 
The Niagara Frontier Planning Board, in 
a 140-page report of a 5-month survey, de- 
scribed the proposed seaway as “generally 
ruinous to American commerce and industry, 
labor and, capital.” The board stated the survey 
“conclusively demonstrates” the proposed sea- 
way is unsound, “considered in its entirety as 
an undertaking which includes navigation as 
well as power works.” The report said: 
“The seaway would be so generally ruinous 
to American commerce and industry, labor and 
capital, that its nation-wide deleterious effects 
would far exceed whatever claimed advantages 
might redound to certain special interests from 
the waterway or to New York state and the 
province of Ontario from the power plan.” 


Cuts Power Rates 


NNUAL consumer savings of $81,300 were 
estimated for electric rate reductions filed 
with the state public service commission last 
month by the New York State Electric & Gas 
Corp. The rates were effective April 22nd in 
the company’s Liberty and Walden districts. 
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Ohio 


Mayor Approves Rate Offer 


ayor Harold H. Burton late last month 

gave his outright approval to the Cleve- 
land Electric Illuminating Company’s offer to 
cut its rates $778,500 a year in Cleveland and 
$599,500 in the rest of its system, after the 
company said it also would give $50,000 to the 
city government general fund, which would, 
in effect, recompense the city for its rate case 


expense. The company agreed to institute the 
reduced rates for a 4-year period instead of 
five, as a compromise with the city, which had 
insisted that any new rate ordinance be for 
only three years. 

Public hearings before the city council’s 
utilities committee would provide a gauge as 
to whether the revised offer was acceptable to 
the council. Legislation embodying the CEI’s 
offer was scheduled for final action May 20th. 


Pennsylvania 


Power Rates Reduced 


TT Northeastern Pennsylvania Power 
Company of Towanda on April 26th filed 
a new tariff designed to save customers, other 


than power users, at least $113,190 a year, the 
state public utility commission announced, ef- 
fective after April 30th. The new tariff would 
result in savings of $65,000 a year to resi- 
dential consumers, the commission said. 


South Carolina 


Senate Adopts Report 


T= state senate on May 2nd adopted the 
report of its judiciary committee which 
held that any further investigation of the 
Santee-Cooper Authority would be an “un- 
warranted expenditure of state funds.” The 
vote was 25 to 2, with Senators Pruitt of 
Anderson and Quattlebaum of Horry the only 
dissenters. 


Adoption of the report was tantamount to 
adoption of unfavorable reports on two reso- 
lutions pending before the senate for legisla- 
tive investigations of the huge power and 
navigation project. One of the resolutions, ap- 
proved by the house, was sponsored by Speaker 
Sol Blatt after Governor Maybank and the 
authority asked the investigation. It called for 
a $2,500 appropriation to finance the probe. The 
other was by Senator Mozingo of Darlington. 


Washington 


Rate Cut Approved 


EVISIONS in the residential and commercial 
electric rates of the Washington Water 
Power Company, that will mean a saving of 
$300,000 annually to customers, were approved 
recently by Don G. Abel, director of the state 
public service department. The new rates be- 
came effective after April 25th meter readings. 
Abel said the sharpest reduction was in the 
top bracket. For residential service the top 
steps are 2.5 cents a kilowatt hour, instead of 
4 cents, in Spokane; 3.7 cents instead of 4.5 
cents in the suburban towns; and 3.5 cents in- 
stead of 5 cents in the rural areas. 
Succeeding steps in the rates are progres- 
sively lower until after 210 kilowatt hours have 
been used. All additional electricity used during 
the month costs only 14 cents a kilowatt hour 
with water heating service at 7 mills a kilo- 
watt hour. 
Similar reductions were made in the initial 
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steps of the commercial schedules, it was said. 


Jury Sets Price 


A PURCHASE price of $6,011,556 was set last 
month by a Federal court jury on Wash- 
ington Gas & Electric Company properties con- 
demned in the Longview-Ryderwood region 
by Public Utility District No. 1 of Cowlitz 
county. The company had maintained during 
the 123-week trial that the properties were 
worth $7,500,000. The PUD had claimed they 
were worth $3,850,000. 

The case, first condemnation trial brought 
against a private utility since PUD districts 
were formed in the Northwest, was considered 
a “yardstick” for future condemnation negotia- 
tions between public and private power inter- 
ests. The PUD can decline to buy the 
properties. 

Cowlitz County Public Utility District com- 
missioners on May Ist disclosed that they had 
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agreed to have Guy C. Myers, representative 
of an eastern financial syndicate, negotiate for 
them for possible purchase of all property of 
the Washington Gas & Electric Company in 
the county. 


The property would include the Longview 
water system in addition to the steam and 
electric holdings which the PUD had con- 
demned and on which the Federal jury set a 
valuation, 


Wisconsin 


Static Must Go 


ESIDENTS of Richland Center will either 

have to eliminate their own radio static as 
advised or face the loss of electric current, 
Rupert H. Strang, superintendent of the mu- 
nicipal electric utility, announced recently. 

In a public notice Strang announced another 
survey would be made by the city to eliminate 
radio interference, and electricity users will 
either have to eliminate such interference they 
cause or have their electrical service discon- 
tinued. Last June a city-wide survey was made 
by the utility to detect interference and neces- 
sary repairs were suggested but complaints 
about interference have continued. 

Strang’s announcement followed a discus- 
sion held by the common council at its meeting 
late last month. The statement was in part as 
follows: 

“The electric utility is placing another man 
in the radio department and a complete check- 
up will be made in the city. He will be given 
orders to clear up the situation, if possible, and 
he will have the complete backing of the com- 
mon council and the electric utility. 

“He will be ordered to install the necessary 
condensers where necessary, and the cost of 


condensers and installation will be charged 
against the owner of the electrical equipment. 
If the parties owning equipment refuse to al- 
low it to be connected, electrical service will 
be discontinued. Furthermore, the current will 
not be again supplied until the defective equip- 
ment is repaired.” 


PSC Halts Unauthorized 
Representation 


Tt: prevent unauthorized persons from rep- 
resenting parties in cases before the state 
public service commission, the commission on 
April 29th adopted new rules of procedure. 
The commission said the practice to be pre- 
vented “is grossly reprehensible, unfair to 
parties pretended to be represented, and mis- 
leading to us.” 

The new rule provides persons who appear 
for others file written evidence of their au- 
thority signed by the person who is to be 
represented. 

While the commission declined to name the 
offenders, it said “no instances appear to have 
involved appearances by licensed attorneys 
who are governed by a code of ethics which 
would not permit any such conduct.” 





Among the State Commissions 


uRRAY G. Tanner, assistant secretary and 

executive secretary in the New York 
office of the state public service commission for 
ten years, will succeed Francis E. Roberts, re- 
tiring secretary, June Ist. Mr. Tanner formerly 
was with the Watertown Times and was legis- 
lative correspondent for upstate and New 
York city newspapers. 


J. H. Tench, rate expert for the Florida 
Railroad Commission since 1912, died on April 
23rd aboard a train at Ashburn, Ga. He was 
en route to Tallahassee, after attending a rate 
hearing in Atlanta, when he suffered a hcart 
attack. 


E. W. Morehouse, chief of the rates and 
research department of the Wisconsin Public 
Service Commission, resigned from the com- 
mission’s staff recently to accept employment 
by the trustees of the Associated Gas & Elec- 
tric Corporation in New York city. 


Elmer Moke, rate analyst of the Wisconsin 
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commission, has also resigned to become asso- 
ciate statistician for the Bonneville Power Ad- 
ministration at Portland, Or. He had served 
on the commission since 1931. 


Chairman Will M. Maupin lost the Demo- 
cratic nomination for state commissioner in 
Nebraska in the recent primary by the small 
margin of 502 votes. Mr. Maupin has been a 
member of the commission since January, 
1935. The Republican nomination was won by 
Richard H. Larson. The successful Demo- 
cratic candidate was S. A. Swanson. 


R. W. Thorne, of Williamsport, was con- 
firmed by the state senate on May 7th to a 10- 
year term on the Pennsylvania Public Utility 
Commission. His term dates back to July 12, 
1939, when he was appointed by Governor 
James after the 1939 legislature adjourned. 
Democrats decided in caucus to support the 
nomination and the Senate vote was made 
unanimous. 
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The Latest 
Utility Rulings 


Rule of Telephone Company Limiting 
Damage for Directory Error Upheld 


N an action by a telephone subscriber 
for damages because of an error in a 
telephone directory the superior court of 
the city and county of San Francisco 
held that a rule of the telephone company 
limiting its liability, in the absence of any 
showing that the rule was unreasonable, 
was binding. The rule provided that the 
company was liable for errors or omis- 
sions in the listing of its subscribers in 
the directory in an amount not in excess 
of the charge for service during the effec- 
tive life of the directory. The customer’s 
application had asked that service be fur- 
nished in accordance with the rates, rules, 
and regulations on file with the commis- 
sion. The subscriber contended that the 
company was a common carrier and, 
therefore, came within the provisions of 
a statute which provided that the obliga- 
tions of a common carrier cannot be 
limited by general notice on his part but 
may be limited by special contract. The 
court said in part: 


e 


We are of the opinion that the service 
contracted for by respondent does not come 
within the provisions of § 2174, Civil Code, 
supra. It is true that a telephone directory 
is “an essential instrumentality in connection 
with the peculiar service which a telephone 
company offers for the public benefit and 
convenience” (California Fireproof Stor- 
age Co. v. Brundige, 199 Cal 185, PUR 
1926 E, 852), but it is likewise true that the 
preparation and delivery of such directory 
is in no way related to the business of trans- 
mitting and delivering messages entrusted 
to its care but is an established convenience 
and service for those of the public who use 
the facilities furnished for the transmission 
by themselves of their own messages. 


It was said that the great weight of 
opinion is that a telephone company is 
not a common carrier. In California, it 
was said, there is a total absence of au- 
thority on the point whether such a com- 
pany is a common carrier, but if it is a 
common carrier, it is a common carrier 
only of messages which are entrusted to 
it for transmission and delivery. Riaboff 
v. Pacific Telephone & Telegraph Co. 


Historical Cost Governs Rate Adjustment 
By Hawaiian Commission 


LTHOUGH conceding that Supreme 
Court decisions require reproduc- 
tion cost to be considered, the Hawaiian 
commission adopted a rate base equiva- 
lent to historical cost. It was said that due 
consideration had been given to other 
factors. Difficulty of application and ab- 
sence of necessity to attract new capital 
were given as reasons for objection to 
reproduction cost as the controlling fac- 
tor. It was believed that the overall cost 
of capital would be reduced rather than 
increased if the speculative element of a 
profit or loss with a change of price level 
were eliminated. 


Overheads not originally charged to 
capital were excluded from the rate base. 
The observation was made that the deci- 
sion as to what items are to be charged 
to operation and what to construction 
lies in the first instance with the manage- 
ment, and, if a company does not abide 
by its own decision, regulation will have 
to be recast so as to function in about the 
same field as management. 

Both accrued depreciation and annual 
depreciation were determined by the 
sinking-fund method, preferred by the 
company. Concerning these methods, the 
commission said: 
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. both theories provide for the re- 
covery of the service value over the life 
of the property and that, if consistently ap- 
plied with respect to both accrued and an- 
nual depreciation, there is for normal prop- 
erties but little difference in the amount re- 
quired at any particular time for deprecia- 
tion and allowable return, combined. 


The unrefunded balance of customers’ 


Charge all new construction to the ap. 
propriate property account without refer. 
ence to the source of the funds. Compute 
annual depreciation in the first instance 
against all property in service including con. 
tributed property. To offset the deprecia- 
tion computed against contributed property, 
the amount of each year’s contributions 
credited in that year to the contributions 
account should be amortized from that ac- 


‘count to depreciation reserve over a period 
approximately equivalent to the estimated 
service life of the property constructed out 
of contributions. Whether this is done ona 
straight-line, sinking-fund, or other reason- 
able basis is immaterial. The total amount 
of the amortization in each calendar year 
would be deducted from the computed 
amount of annual depreciation for that year, 
the balance being the charge to operating 
expenses for depreciation. All retirements 
of property would then be charged to de- 
preciation reserve. 


Re Hawaiian Electric Co. Ltd. (Docket 
No. 561, Decision No. 47, Order No. 
Ser). 


e 


Telephone Service Properly Discontinued 
For Refusal to Pay Toll Calls 


HE supreme court of South Caro- 

lina reversed a judgment in favor of 
a subscriber against a telephone company 
for damages on account of discontinu- 
ance of service because of the refusal of 
the subscriber to pay for toll calls from 
his telephone not authorized by him. He 
asserted that a verbal contract had been 
made with the company that he was not 
to be charged for toll calls not expressly 
authorized by him. Such a contract, the 
court held, would be invalid. 

A telephone company, said the court, 
is a common carrier of intelligence for 
hire. As such it has the duty to furnish 
service to all customers alike and to 
charge them uniform rates. It has no 
right to discriminate against one suc- 


advances for construction was deducted 
in full. Contributions in aid of construc- 
tion were treated on the theory that con- 
tributions not refundable create property 
in which the company has no investment, 
although it has the legal title. Using up 
this property would not represent the 
using up of any investment of the com- 
pany for which it would be entitled to 
reimbursement through depreciation 
charges. 

The commission decided that the fol- 
lowing would be the most practical plan 
for treating these contributions: 


scriber as to rates or service or to give 
preferences or favors to others. The 
court continued with the statement 
which follows: 


To bring about such uniformity it is 
necessary that the rules and regulations of 
the public service commission, adopted pur- 
suant to law, be observed by telephone com- 
panies. To allow a company, by carrying 
into effect a special contract and thereby to 
furnish to one subscriber service, and to 
charge him rates which are not in accord 
with the general rules and regulations of the 
commission would altogether destroy the 
uniformity which the law demands, and de- 
feat the object intended. It would give to 
one subscriber a special privilege which is 
denied to others. 


Miller et al. v. Central Carolina Tele- 
phone Co. 


Muncipal Gas Utility May Sell Appliances 


ing of the Nebraska Supreme Court, has 
manufacture, sell, and distribute the implied power to engage in the busi- 
gas to its inhabitants, according to arul- ness of retailing gas appliances. Such 
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THE LATEST UTILITY RULINGS 


business, in the opinion of the court, is 
intimately connected with and incidental 
to the sale and distribution of gas, as it 
directly tends to accomplish the general 
purpose and object for which authority 
was originally granted. 

A dealer in gas ranges, stoves, heaters, 
and mechanical refrigerators, as well as 
other household appliances, had chal- 
lenged the authority of the Metropolitan 
Utilities District to sell these appliances 
in competition with it and asked an in- 
junction against further sales by the 
district. 

It urged upon the court that there 
was no scarcity of such appliances, 
no combination to fix prices, and hence 
no public interest or protection calls for 


the district entering into competition 
with the dealers. 

Judge Carter, speaking for the court, 
said that in its broader sense the district 
was a municipal corporation. He con- 


cluded that where a power is granted to 
a municipal corporation in its proprietary 


capacity, such as to make, sell, and dis- 


tribute gas, the power is implied to do 
whatever is reasonably necessary to ef- 


fectuate the purposes of the grant of 


power. Authority granted a municipality 
to engage in a business enterprise, it was 


said, carries with it the power to conduct 
it in the manner in which a private corpo- 
ration would deal with its property. Nel- 
son-Johnston & Doudna v. Metropolitan 
Utilities District. 


& 


Water Company Not Compelled to Furnish 
Service on Leased Premises 


AS by an outing club to 
compel a water company to furnish 
service to premises leased from the com- 
pany was dismissed by the California 
commission for lack of jurisdiction. The 
commission held that the company had 
not rendered public utility service to the 
complainants and was under no obliga- 
tion as a public utility to render such 
service to them, although water had been 
previously obtained by means of a pipe 
connected with another pipe which di- 
verted water from a water company 


source. The commission made the fol- 
lowing statement: 


It is well settled that the owner of a 
water supply has the right to make a partial 
or limited dedication, and may decline to 
furnish water to persons not within the area 
of dedication. One claiming a right to utili- 
ty service must establish that he is a bene- 
ficiary of the public use which the owner 
of the water supply is administering, and 
“is within the district and of the class, for 
which such dedication is made.” 


Baker et al. v. Happy Valley Water Co. 
(Decision No. 32820, Case No. 4419). 


e 


FPC Decides First Major Electric Rate 
Discrimination Case 


| Hepa reosns its first major rate dis- 
crimination case, the Federal Power 
Commission, in an opinion of far-reach- 


ing importance to municipalities 
throughout the country desiring expedi- 
tious relief from “undue disadvantages 
and prejudices” in electric rates unjustly 
charged by interstate utilities, decided 
that under a “common sense construc- 
tion” of the Federal Power Act it may 
prescribe a rate found to be reasonable 


for the purpose of removing a discrimi- 
nation, without making a finding that it 
is just and reasonable per se. 

Affirming its authority to afford com- 
munities early relief, without going 
through the ordinarily long-drawn-out 
proceedings entailed by a so-called com- 
plete “rate case,” the commission held 
that in removing a discrimination the 
lowest rate of a vendor utility should 
be deemed reasonable. 
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Finding that the Otter Tail Power 
Company was “unlawfully subjecting to 
undue prejudice and disadvantage” the 
villages of Lake Park and Odessa and 
the cities of Barnesville, Breckenridge, 
and Ortonville, Minn., the Roberts 
County Power Company, and the Minne- 
sota Utilities Company, and is “unlaw- 
fully granting undue preference and ad- 


vantage” to the city of Fergus Falls, 
Minn., the commission ordered the Otter 
Tail Company to cease and desist from 
collecting from these other communities 
and companies any higher electric rates 
than those now charged the city of Fer- 
gus Falls. Commissioners Manly and 
Draper dissented. Re Otter Tail Power 
Company. 


Commission May Investigate Utility 
Merchandising Practices 


f  aeesoniorna that a public utility 
company had the absolute power to 
engage in the sale of appliances such as 
domestic automatic refrigerators and that 
accordingly the commission had no juris- 
diction over the subject matter was re- 
jected by a New York court, Justice 
Murray stating: 


There is no question but that the statute 
gives the right to public utility companies, 
“to make, sell, or lease all machines, in- 
struments, apparatus, and other equipments 
therefor,” but this right is not an absolute 
right, and cannot be used unfairly, indis- 
criminately, and unreasonably and in such 
a manner that the public interest will be 
harmed, thereby. This right, because of the 
essence of the utility itself, must be subject 
to the supervision of the public service com- 
mission in order that this right, by its ex- 
ercise, may not result in discriminatory or 
preferential rates. The supervisory power 


of the commission in this respect must be 
broad, and public policy demands that it 
remain so, because of the fear so often ex- 
pressed legislatively and judicially that 
utility companies by their inherent nature 
and resulting power of monopoly might 
prejudice the public interest. 


This ruling was made in a suit by City 
Ice & Fuel Company to review a de- 
termination of the commission in favor 
of Consolidated Edison Company of 
New York, Inc., in which the utility com- 
pany intervened and sought dismissal of 
the petition. Objections in point of law 
interposed by the utility company were 
dismissed and the entire proceeding was 
transferred to the appellate division of 
the supreme court to be reviewed in ac- 
cordance with the New York statutes. Re 
City Ice & Fuel Co. et al. 18 NY Supp 
(2d) 588. 


Right to Abandon Local Operation of Interstate 
Railroad Company Denied 


F tyecsipee company, in a suit to en- 
join a state commission from en- 
forcing penalties for discontinuing the 
operation of certain passenger trains, had 
contended that the order requiring it to 
continue unprofitable passenger service 
was so arbitrary and unreasonable as to 
amount to a denial of due process and 
equal protection of law and that, since the 
loss must be paid from interstate rev- 
enues, the order would constitute an un- 
due burden on interstate commerce. The 
Federal district court in denying an in- 
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junction held that such contention was 
untenable. 

The court believed that a railway com- 
pany which has accepted from the state 
a franchise authorizing and requiring it 
to furnish passenger service between cer- 
tain terminals, cannot reject its burdens 
and enjoy its benefits, but must operate 
pursuant to its charter and the state laws 
unless relieved by state authorities. 
interstate operations are burdened 
thereby it may apply to the Interstate 
Commerce Commission for authority to 
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abandon the service or part of it. A char- 
ter providing that the company shall at all 
times have an exclusive right to trans- 
port merchandise and persons, not only 
confers a privilege, but also imposes a 
duty. Of course, changing conditions of 
transportation have affected the business 
of railroads and the court in deciding this 


interests of economical and efficient adminis- 
tration. The problem presented, however, 
is primarily one for Congress and not for 
the courts. As an aid in its solution, Con- 
gress has conferred upon the Interstate 
Commerce Commission authority to au- 
thorize the discontinuance of any line or 
part of a line of railroad, notwithstanding 
charter provisions or local laws requiring 
operation. 


case mentioned that fact. It said: In conclusion the statement was made 


that Congress, by authorizing the aban- 
donment of all passenger service on any 
railroad line or part of a line, where the 
Interstate Commerce Commission de- 
termines that state requirements of serv- 
ice impose an undue burden on inter- 
state commerce, has indicated an inten- 
tion not to interfere with the power of the 
state to require passenger service where 
there is no abandonment pursuant to state 
statute. Southern Railway Co. v. South 
Carolina Public Service Commission et 
al. 31 F Supp 707. 


& 


Good Faith Operation Necessary to Obtain Rights 
Under Grandfather Clause 


HE United States district court up- 
held an order of the Interstate 
Commerce Commission refusing a cer- 
tificate under the “grandfather clause” 
of the Motor Carrier Act of 1935 be- 


This court recognizes the important prob- 
lems confronting the railroads as the result 
of changing conditions of transportation. 
Undoubtedly, unprofitable service must be 
curtailed if the great railway systems are 
to be preserved and the country is to be 
secured in the enjoyment of the transporta- 
tional facilities which they afford. The prob- 
lem is complicated by reason of the fact 
that lines of railroad made use of by rail- 
way systems are chartered by the several 
states and are subject to state regulation 
with respect to local operations, and that 
considerations of local pride and conven- 
ience are not infrequently allowed to out- 
weigh, in the minds of local authorities, the 


merchandise across state lines in order to 
evade orders of a state commission is not 
engaged in bona fide interstate com- 
merce. It was said: 

The expression, “in bona fide operation,” 


cause the carrier had not been engaged 
in bona fide operations prior to the effec- 
tive date of the act. 

The court stated that the congressional 
intent in conferring prescriptive rights 
was predicated on the idea that the ex- 
istence of bona fide operations across 
state lines raised a presumption that such 
operations aided convenience and were, 


suggests absence of evasion, excludes the 
idea that mere ability to serve as a com- 
mon carrier is enough, includes actual rather 
than potential or simulated service, and in 
context implies recognition of the power of 
the state to withhold or condition the use 
of its highways in the business of trans- 
portation for hire. Plainly the proviso does 
not extend to one operating as a common 
carrier on public highways of a state in de- 
fiance of its laws. 


Eastern Carrier Corp. v. United States, 
31 F Supp 232. 


therefore, a public necessity. But, the 
court held, a motor carrier transporting 


7 


Interstate Commission Supreme When It 
Occupies Field 
ites Mississippi Supreme Court re- 


A versed and dismissed a state com- 
mission ruling that rates on sand and 


gravel transportation were unlawfully in 
excess of maximum state rates. The 
court supported the contention of a rail- 
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road that its tariff was in accord with 
regulations of the Interstate Commerce 
Commission. 

When the Interstate Commission has 
occupied the intrastate field to the extent 
of prescribing minimum intrastate rates, 
the court held, the rate jurisdiction of 
the state commission is excluded from 
any part of that occupied area, below 
and up to the minimum rates. The court 
continued : 


And hence resort cannot be had by the 


e 


Other Important Rulings 


FEDERAL circuit court of appeals 

held that a Kentucky city had no 
authority to grant a perpetual franchise, 
and, moreover, the passage of a mere 
resolution permitting a utility company 
to occupy the streets did not confer a 
franchise. Continental Illinois National 
Bank & Trust Co. of Chicago et al. v. 
Middlesboro, Ky. 109 F(2d) 960. 


The appellate division of the New York 
Supreme Court affirmed an order of the 
commission denying a petition by a water 
company for inclusion of the cost of relo- 
cating water mains in a grade-crossing 
elimination project. The court held that 
the common law obligation of a utility to 
relocate its own structures made neces- 
sary by a crossing elimination was not 
abrogated by a statutory provision for 
“incidental improvements connected 
therewith” to be paid by the state. West- 
ern New York Water Co. v. Public Serv- 
ice Commission. 


The Maine commission held that an 
investment figure lower than a repro- 
duction cost estimate was a better cri- 
terion of value than reproduction cost 
in the case of a water utility operating in 
the city of Eastport. The city has a tax 
rate of $94 per $1,000 of valuation and 
is in such a depressed condition eco- 
nomically that it was said to be doubtful 


state commission to any rule or device of 
its own which enters upon and deals with an 
issue, as respects rates, which lies within an 
area actually taken over by the Interstate 
Commission, even if otherwise the state com- 
mission would have an authority not pos- 
sessed by the Interstate Commission in the 
— of requiring a railroad to short haul 
itself. 

. Relief within the area occupied under the 
Federal authority must be obtained from 
that authority, not by attempted state action, 


Mobile & Ohio Railroad v. Mississippi 
Public Service Commission. 


if any group of men would be interested 
in investing in the water plant an amount 
equal to the reproduction cost. Public 
Utilities Commission v. Eastport Water 
Co. (F. C. No. 1143). 


The Tennessee Supreme Court held 
that a water company is a public utility 
and subject to be taxed by the commis- 
sion where its charter provisions give it 
the right to lay pipes in public highways, 
as well as to condemn private property 
for public use, such a charter being a 
public profession and when accepted be- 
coming a binding force. Nashville 
Water Co. v. Porter Dunlap et al. 


A Federal district court held that a for- 
warding company is not engaged in op- 
eration on a public highway when it con- 
tracts for transportation by independent 
connecting carriers ; that such companies 
are not common carriers within the pur- 
view of the Federal Motor Carrier Act. 
Acme Fast Freight, Inc. et al. v. United 
States et al. 30 F Supp 968. 


The Arizona commission held that a 
registered state contractor hauling his 
own materials does not come within the 
commission jurisdiction and, therefore, 
need not obtain a certificate. Re Yeager 
(Docket No. 8097-S-5246, Decision No. 
11028). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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Cincinnati Gas & Electric Company 


Vv 


City of Cincinnati 


[No. 11034.] 


Service, § 215 — Substitution — Necessity of Commission consent — Natural 


gas and mixed gas. 


A city ordinance requiring a gas company to furnish undiluted natural 
gas, instead of mixed gas presently supplied, calls for a complete with- 
drawal of present service such as to require an application to the Commis- 
sion for consent to such withdrawal, under a statute forbidding a city from 
compelling a withdrawal of service unless it first secure the consent of the 


Commission. 


[March 26, 1940.] 


Fajen by gas company from ordinance relating to type of 
gas to be furnished and fixing rates for gas service; ordi- 
nance held to be ineffective. 


By the Commission: The city 
council of the city of Cincinnati on 
June 30, 1939, passed Ordinance No. 
313-1939, which pertinent portion of 
said ordinance reads as follows: 

“Section 1. Consumers in the city 
of Cincinnati shall be furnished under 
the terms of this ordinance undilut- 
ed natural gas of the average quality 
(1] 


¥ 


and character produced by nature in 
the natural gas field from which the 
Cincinnati Gas and Electric Company 
procures its supply; subject, however, 
to the removal, at the option of the 
company, of gasoline vapors, butane 

and propane gases.” 
This ordinance adopted June 30, 
1939, fixed the rates for such “undi- 
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luted natural gas” for a period of five 
years ending July 31, 1944. The or- 
dinance was not accepted by the com- 
pany and its complaint of and appeal 
was filed with this Commission July 
21, 1939, from the provisions of that 
ordinance. Under the same date the 
company filed an application and mo- 
tion of July 21, 1939, and following 
said motion a hearing was had on Oc- 
tober 16, 1939, which presented the 
question as to whether the city of Cin- 
cinnati can, by an ordinance, compel 
the Cincinnati Gas and Electric Com- 
pany, which company is now serving 
the city of Cincinnati with a mixed 
gas service, to abandon or withdraw 
that mixed gas service and serve only 
an “undiluted natural gas’ service 
without first filing an application with 
this Commission under the provisions 
of §§ 504-2 and 504-3 of the Gen- 
eral Code of Ohio, which is generally 
known as the Miller Act. 


These two sections of the Ohio 
General Code forbid a public utility 
from withdrawing an established serv- 
ice without first securing the consent 
of this Commission and they also for- 
bid a city from compelling a with- 
drawal of service unless it first secure 
the consent of the Commission. 
Counsel for the company and city both 
concede the correctness of this inter- 
pretation. 

The only question, therefore, pre- 
sented to the Commission is whether 
the proposed substitution of an “un- 
diluted natural gas service” for a 
“mixed gas service” under the terms 
of Ordinance No. 313-1939 contem- 
plates a withdrawal or abandonment 
of service within the meaning of 
$§ 504-2 and 504-3 of the Ohio Gen- 
eral Code. The Commission is not 
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now confronted with the question of 
whether it would permit the proposed 
new type of service in the event an ap- 
plication was filed under the Miller 
Act, but merely with the one question 
as to whether the proposed substitu- 
tion is actually a withdrawal or aban- 
donment of service such as to require 
an application to the Commission for 
such withdrawal under the Miller Acct. 

Sections 504-2 and 504-3 of the 
General Code of Ohio protect the com- 
pany from having its services ousted 
summarily without the process of an 
application first being filed for the 
cessation of such services and likewise 
protect the city, which is the public, 
by preventing a company from with- 
drawing its services without first mak- 
ing application to this Commission. 
This is a case where the city would 
not be protected if it was arbitrarily 
held that the services contemplated 
should be substituted without the city 
first making an application under the 
Miller Act. 

The city of Cincinnati is now 
served with a mixture of three types 
of gases, by the company: (1) Di- 
luted or so-called stabilized natural 
gas received from the Ohio Fuel Gas 
Company, (2) artificial gas manufac- 
tured in the East End plant, and (3) 
coke oven gas received from the plant 
of the company near Hamilton, Ohio. 
The ordinance which requires the 
serving of “undiluted natural gas” 
thereby compels the withdrawal of 
these mixed gas services. The Com- 
mission may require the company to 
make the substitution when it hears 
all the facts, but the facts cannot be 
presented to the Commission except 
by first having an application filed by 
the city as called for by §§ 504-2 and. 
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504-3 of the General Code of Ohio. 
Cases in point supporting this finding 
are: Re Ohio Fuel Gas Co. (1938) 
23 PUR(NS) 13. Also New York 
C. R. Co. v. Public Utilities Commis- 
sion (1931) 123 Ohio St 560, 176 
NE 219. 

We, therefore, conclude that Ordi- 
nance No. 313-1939 calls for a com- 
plete withdrawal of present service 
and an entirely new and different type 
of service to be furnished, which re- 
quires an application to be filed by 
the city of Cincinnati as called for un- 
der §§ 504-2 and 504~3 of the Gen- 
eral Code of Ohio, and an order shall 
be issued accordingly. 


ORDER 


This day this proceeding came on 
for further consideration upon the ap- 
plication of appellant, the Cincinnati 
Gas and Electric Company, for a de- 
termination of certain questions in ad- 
vance of any hearing herein as to rates, 
the stipulation of facts presented by 
counsel for the city of Cincinnati, 
Ohio, and the Cincinnati Gas and Elec- 
tric Company, and the argument of 
counsel. 


The Commission, being fully ad- 
vised in the premises, and having this 
day made and filed, in writing, its find- 
ings of fact and opinion with respect 
to said application, hereby further 
finds: 

That Ordinance No. 313-1939, the 
ordinance herein complained of and 
appealed from, requires the withdraw- 
al of a mixed gas service and the fur- 
nishing of undiluted natural gas in 
the city of Cincinnati, Ohio; 

That said ordinance was not accept- 
ed by the said company, but, on the 
contrary, the said company advised the 
city of Cincinnati of its rejection of 
the same; 

That no application has been made 
by the city of Cincinnati or by the 
Cincinnati Gas and Electric Company 
pursuant to the provisions of §§ 504-2 
and 504-3 of the General Code of 
Ohio, and 

That by reason of said situation, 
the said ordinance is ineffective. It 
is, therefore, 

Ordered, that these findings be cer- 
tified to the parties herein, and that all 
further proceedings in this appeal be 
withheld. 





UTAH PUBLIC SERVICE COMMISSION 


Re Mountain Fuel Supply Company 


[Investigation Docket No. 2.] 


Valuation, § 372 — Cost of leaseholds — Merger. 
1. The excess over cost of original leaseholds acquired by a public utility 
upon merger with other public utilities has no place in a rate base, p. 10. 
Valuation, § 42 — Measures of value — Value of no-par stock — Accounting. 


2. The mere assignment of an arbitrary value to no-par stock is not a 
sound basis for the determination of the value of the properties against 


3 
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which such stock is issued, even though it may be a sufficient basis for a 
bookkeeping entry to record the purchase of the properties, p. 10. 


Valuation, § 406 — Evidence — Value of leaseholds. 


3. That at the time of forming a public utility a large amount of money 
was voluntarily written out of the leasehold account of the company is evi- 
dence that the officials of the company considered the value at which lease- 
holds were carried to be excessive and in need of scaling down, p. 10. 


Accounting, § 13 — Original cost — Definition. 
4. Original cost of public utility property is the cost to the person first 
devoting the property to public service, p. 12. 


Accounting, § 8 — Leasehold accounts — Canceled leases. 
5. The consideration assigned to leases that were canceled should be al- 
lowed to remain in the leasehold account when it represents an actual cash 
consideration paid by the company in connection with a group purchase, 
p. 12 

Accounting, § 56 — Revision — Leasehold accounts — Stock discount. 
6. The Commission, having found that it was not the intention of a public 
utility to include in its present leasehold account discount on preferred stock 
as such of a predecessor company, will authorize a new entry which will 
be considered as a correction in the original write-off in the leasehold ac- 
count and not as a charge to the leasehold account covering discount on 
stock, p. 12. 


Valuation, § 407 —Burden of proof — Overheads. 
7. A gas company has the burden of proving that the overheads applied 
to the original wells acquired by it and charged to the well account were 
proper and reasonable charges, p. 13. 


Valuation, § 187 — Capital expenditures — Repairs and replacements. 
8. Expenditures made by a gas company at the time natural gas was brought 
into the territory “to replace a manufactured gas system,” in connection 
with barring, testing, and repairing mains and in changing service lines from 
high pressure artificial to low pressure natural, are legitimate capital ex- 
penditures, p. 16. 


Accounting, § 14 — Retirements — Depreciation reserve account. 
9. Additional retirements which should be made from the plant accounts 
to reflect the proportionate difference between the appraisal figures and the 
purchase price should be charged to the depreciation reserve, p. 17. 


Accounting, § 31 — Property not used — Miscellaneous account. 


10. The amount representing various tracts of land owned by a gas com- 
pany which are not used or useful in rendering service should be trans- 
ferred from the company’s plant account to a miscellaneous investment 
account, p. 17. 


Accounting, § 14 — Property removal — Poles — Surplus account. 
11. The amount representing the balance of the costs incurred by a gas 
company in filling a hole left by the removal of a piece of equipment should 
be written out of the plant account and charged to surplus, p. 17. 
Accounting, § 8 — Additions — Subplant accounts. 
12. Properties acquired by a gas company’s predecessor by purchase at a 
public auction should be properly classified into the appropriate subplant 
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accounts prescribed in the Uniform System of Accounts for a Gas Com- 


pany, p. 20. 


Accounting, § 49 — Gas — Cost of drilling nonproductive wells — Income account. 
13. The cost of drilling nonproductive gas wells during the period covered 
by the income account should be charged to that account, subject to a future 
determination by the Commission as to the proper treatment of this ele- 


ment of expense, p. 20. 


Accounting, § 14 — Services not used — Gas. 
14. A gas company, in accounting for services no longer in use, should fol- 
low the requirement providing that services which have been used but have 
become inactive shall be retired immediately if there is no prospect of reuse, 
and, in any event, shall be retired by the end of the second year following 
that during which the service became inactive unless reused in the interim, 


p. 21. 


Accounting, § 12.1, — Cash discount — Additions. 


15. Cash or other discount on materials purchased by a gas company should 
be deducted when practicable in determining the cost of a particular item of 


material, p. 21. 


Expenses, § 80 — Merchandise jobbing account — Salesmen’s salaries — Adver- 


tising expenses. 


16. A portion of a gas company’s salesmen’s salaries and a proper per cent 
of advertising expense should be charged to the company’s merchandise and 


jobbing account, p. 22. 


[February 6, 1940.] 


| preemie of the accounts, rates, and practices of a gas 
company; findings made in accordance with opinion. 


By the Commission: Under date 
of February 8, 1938, the Commission 
advised the Mountain Fuel Supply 
Company of the intention of the Com- 
mission to make an informal investi- 
gation of the accounts, rates, and prac- 
tices of said company. The Com- 
mission advised the company in part 
that “It is the desire of the Public 
Service Commission to have available 
to the people in the territory served by 
your company an adequate and de- 
pendable supply of gas at the lowest 
possible cost; that the industries de- 
pending upon gas may be encouraged 
to expand their activities and thus 
contribute to the development of 
Utah; and that residential and other 


consumers might have the privilege 
and convenience of gas in their homes 
and business establishments.” 

The Commission’s accounting and 
engineering departments were dele- 
gated and instructed to make the nec- 
essary investigations to furnish the 
Commission with the information and 
data from which the Commission 
might determine if any changes 
should be made in the practices or 
rates of the company. Accordingly, 
accounting and engineering studies 
were made of the company and its op- 
erations, and reports were filed with 
the Commission during the month of 
September, 1938. These reports con- 
sist of approximately 550 pages of 
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tables and informative matter relat- 
ing to the company under discussion. 
The company was furnished copies of 
these reports and on April 19, 1939, 
an informal conference was held at 
the offices of the Commission with 
officials of Mountain Fuel Supply 
Company for a discussion of recom- 
mendations made in these reports. 

On May 27, 1939, the company 
filed with the Commission a document 
in which it set forth its views on each 
recommendation made in the account- 
ing report. The company expressed 
its willingness to follow several of the 
recommendations but expressed a dif- 
ference of opinion on others. 

It appears advisable to the Com- 
mission at this time to make certain 
findings and orders in respect to 
Mountain Fuel Supply Company. 
From the record now available, the 


following findings are made in this 
matter : 


I 


Mountain Fuel Supply Company 
was incorporated under the laws of 
the state of Utah on May 7, 1935, 
pursuant to an “agreement of con- 
solidation and merger” as approved 
and ratified by stockholders of the 
consolidating and merging corpora- 
tions. Under the agreement of con- 
solidation and merger, the Ogden Gas 
Company, Utah Gas and Coke Com- 
pany, and Wasatch Gas Company 
were consolidated into a single con- 
solidated corporation under the name 
of Mountain Fuel Supply Company. 
Western Public Service Corporation, 
Mountain Fuel Supply Company (a 
Delaware corporation), Uinta Pipe 
Line Company, and the Aspen Moun- 
tain Gas Company were then merged 
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with the consolidated corporation, 
This group of corporations, which 
was consolidated and merged to form 
the present Mountain Fuel Supply 
Company, was originally brought un- 
der common control and management 
to provide a market for natural gas 
found in commercial quantities in geo- 
logical structures in four productive 
gas fields located in Wyoming, Colo- 
rado, and Utah. These fields were the 
South Baxter basin and North Bax- 
ter basin, each located in the state of 
Wyoming, East Hiawatha located 
partly in Colorado and partly in Wy- 
oming, and Clay basin located in 
Utah. 


Western Public Service Corpora- 
tion was the holding company in the 
aforementioned group and_ through 
ownership of all or a majority of the 
voting securities of each affiliate in 
the group, exercised control over the 
affairs of each company in the group. 
The function of each corporation in 
this group may be summarized briefly, 
as follows: 


Western Public Service 
Holding Company 


( Del.) Production 
Uinta Pipe Line Co. ....... Transportation 
The Aspen Mountain Gas Co. Distribution 
Ocden Gas Co. «sis sa scaawe Distribution 
Utah Gas and Coke Co. .... Distribution 
Wasatch Gas Go, 2.02006. Distribution 

Prior to the formation of Western 
Public Service Corporation, the Ohio 
Oil Company, Producers and Refiners 
Corporation (a Wyoming corpora- 
tion), T. B. Gregory, trustee, and a 
number of other oil and gas compa- 
nies and individuals had done consid- 
erable exploration work in the afore- 
mentioned gas fields in southwestern 
Wyoming, northwestern Colorado, 
and northeastern Utah. The Ohio 
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Oil Company, Producers and Refin- 
ers Corporation, and T. B. Gregory, 
trustee, had acquired numerous leases 
on various tracts of land embraced 
within said gas reserves and had 
drilled several wells to a production 
basis. These three interests entered 
into an agreement on September 27, 
1928, which provided for the forma- 
tion of Western Public Service Cor- 
poration and also for the formation 
of a producing company, a pipe-line 
company, and such distribution com- 
panies as might be necessary to afford 
a proper outlet for the natural gas 
found in said reserves. The agree- 
ment provided also that the three par- 
ties to the agreement would assign 
and transfer to Western Public Serv- 
ice Corporation or its nominee certain 
gas leases and rights and other prop- 
erties. The assignment of these 
leases and properties was made sub- 
sequently to Mountain Fuel Supply 
Company (a Delaware corporation). 
In turn the remaining leases and prop- 
erties at May 7, 1935, were trans- 
ferred to the present Mountain Fuel 
Supply Company, along with the oth- 
er properties owned at that time by 
the corporations in the Western Pub- 
lic Service Corporation group. 

The articles of incorporation of the 
present Mountain Fuel Supply Com- 
pany provided for the issuance of 2,- 
000,000 shares of common capital 
stock with a par value of $10 per share 
or a total stock authorization of $20,- 
000,000. The full 2,000,000 shares 
of stock were issued to stockholders 
of the consolidated and merged cor- 
porations in accordance with the pro- 
visions of the articles of incorpora- 
tion. 


The company has never issued 


bonds and therefore is free from a 
fixed charge in the nature of interest. 


II 


The natural gas system of the pres- 
ent company is described briefly be- 
low. The producing fields in which 
the wells are located and their respec- 
tive locations are as follows: 


North Baxter Basin 
Middle Baxter Basin 
South Baxter Basin 
Clay Basin 
Hiawatha 


Powder Wash 


Each of the above producing fields, 
except Powder Wash, is connected to 
the main transmission line of the com- 
pany. 

The main transmission line runs 
from a point known as Kanda Junc- 
tion, a few miles east of Green River, 
Wyoming, to Coalville Junction, 
Utah. This line is an 18-inch pipe 
and is 122.67 miles in length. From 
Coalville Junction a 16-inch line runs 
a distance of 31.93 miles to a point 
known as Sunnyside station, just east 
of Salt Lake City. A 14-inch line 
runs for a distance of 42.09 miles 
from Coalville Junction to Sunset sta- 
tion outside of Ogden. Other trans- 
mission lines run from Salt Lake City 
to Ogden, from Salt Lake City to 
Tooele, and from Salt Lake City to 
Pleasant Grove. At December 31, 
1937, the company had a total of 
441.51 miles of transmission lines. 

Since December 31, 1937, the com- 
pany has installed a duplicate 18-inch 
transmission line extending from 
Coalville Junction for a distance of 
52.70 miles to a point known as Bige- 
low Hill, Wyoming. 

The company’s distribution system 
at December 31, 1937, consisted of 
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Southwestern Wyoming 
Southwestern W yoming 
Southwestern W yoming 
Northeastern Uiah 
Southwestern Wyoming 
& Northeastern Colorado 
Northeastern Colorado 
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844 miles of mains and services of 
various sizes. The company sells nat- 
ural gas in the territory embraced be- 
tween Ogden on the north, Pleasant 
Grove on the south, Tooele on the 
west, and the town of Morgan on the 
east. Natural gas is sold also to scat- 
tered customers outside incorporated 
towns in the counties of Davis, Mor- 
gan, Salt Lake, Tooele, Utah, and 
Weber, and in addition to customers 
in the towns of Evanston, Green Riv- 
er, and Lyman, Wyoming. 

The company also renders manu fac- 
tured gas service in Provo, Spring- 
ville, and Spanish Fork. The gas sold 
in this territory is purchased from the 
Columbia Steel Company at Ironton. 
This territory is not physically con- 
nected with the company’s natural gas 
system. 


ITI 


At the time of the consolidation and 
merger forming the present Mountain 
Fuel Supply Company, considerable 
amounts were eliminated from the 
plant accounts of the consolidated and 
merged corporations. The following 
tabulation shows the amounts in the 
respective plant accounts of each com- 
pany in the group at May 7, 1935, 
prior to the consolidation and merg- 
er, and also the amounts eliminated 
through the consolidation and merg- 
er: 


Western Public Service Corp. ....... 2... 


Mountain Fuel Supply Co. (Del.) 


REM RDC INO TOD. g 0090500 tie waa wees be 
The Aspen Mountain Gas Co. ..........ee00: 


Ogden Gas Co 
Utah Gas and 


MUM RRRS NGO. <oos 6 Ss wale. orcs eo 'ea sescnees 
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The remaining balance of $24,117, 
455.56 was carried forward as the 
opening plant balance of the newly 
created Mountain Fuel Company, 
Net additions subsequent to May 7, 
1935, increased this figure to the fol- 
lowing balances at the respective dates 
shown: 


December 31, 1935 
December 31, 1936 25,045,171.85 
December 31, 1937 26,223,520.04 


It appears advisable to state in some 
detail at this point the nature of the 
eliminations made from the respective 
plant accounts of the corporations 
forming Mountain Fuel Supply Com- 
pany. The eliminations are outlined 
briefly below: 


$24,502,012.30 


Western Public Service 
Corporation 
Organization Expenses 


Mountain Fuel Supply Company 
(Delaware) 
Leaseholds 
Organization Expenses 73,925.87 
Construction Interest and 
Overhead 72,694.59 


DOCAL Gyistatsieis aeciareiens ve $2,668,141.89 


Uinta Pipe Line Company 
Organization Expenses 
Construction Interest and 

Overhead 


$208,908.27 


2,521,521.43 


$81,222.14 
1,450,148.68 


$1,531,370.82 


The Aspen Mountain Gas 
Company 
Construction Interest and 
Overhead 
Franchises 
Other Undistributed Fixed 
Capital 


$22,652.70 
170.01 


3,175.10 


$25,997.81 


Eliminations 
Through 
Consolidation 
and Merger 
$208,908.27 
2,668, 141.89 
1,531,370.82 
25,997.81 
404,000.12 
4,907,685.50 
684,113.67 


$10,430,218.08 


Plant Account 
Balance 
May 7, 1935 
$210,558.62 
11,883,566.14 
7,206,503.71 

381,004.24 
1,807,603.69 
9,067,866.72 
3,990,570.52 


$34,547,673.64 
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Ogden Gas Company 
Construction Interest and 

$52,516.55 
6,158.13 


Overhead 
Organization Expenses 
Other Undistributed Fixed 
Capital 
Gas Manufacturing Plant 


42,161.56 
303,163.88 


$404,000.12 


Utah Gas and Coke Company 
Other Undistributed Fixed 
Capital 
Construction Interest and 
Overhead 
Organization Expenses 
Gas Manufacturing Plant .... 


$4,109, 169.64 


244,377.33 
50,083.63 
504,054.90 


$4,907,685.50 


Wasatch Gas Company 
Construction Interest and 
Overhead 
Organization Expenses 
Franchises 
Other Undistributed Fixed 
Capital 


Total wieccese 


$629,037.93 
451.55 
370.00 
54,254.19 
$684,113.67 


IV 


Analyses were made by the Com- 
mission’s accounting force to deter- 
mine if any further eliminations 
should be made from the plant ac- 
count of the present company, either 
directly in the account itself on the 
books of the company or merely from 
the book figures in arriving at a rate 
base. In this respect the accounting 
report dealing with the company car- 
ries a recommendation that the 
amount of $3,884,908.90 be eliminat- 
ed from the plant account of the com- 
pany in the use of book cost figures 
in the determination of a rate base 
for the company. The major part of 
this figure consists of an alleged write- 
up over the original cost of certain 
properties acquired by Mountain Fuel 
Supply Company (a Delaware corpo- 
ration) and the balance consists of 
properties in the producing division 
and the Salt Lake and Ogden distribu- 
tion divisions which properties do not 


appear to be used or useful in render- 
ing gas service. In discussing the lat- 
ter mentioned properties, the account- 
ing report recommended that the val- 
ue at which such properties are car- 
ried in the plant account of the com- 
pany be transferred from the plant 
account to a miscellaneous investment 
account, thereby relieving the plant 
account of properties which are no 
longer in use. The recommendation 
in respect to the first-mentioned pro- 
posed eliminations goes only to the 
extent of recommending that the 
amount in question be eliminated from 
the plant figure in the use of book fig- 
ures in determining a rate base, but 
does not recommend that such 
amounts actually be eliminated from 
the plant account on the books of the 
company. 

The above figure of $3,884,908.90 
has been revised slightly since the sub- 
mission of the accounting report. It 
has been found that in the proposed 
eliminations from the leasehold ac- 
count the amount of $4,961.93, cover- 
ing a lease known as the M. W. New- 
berger “B” lease, was inadvertently 
included in the proposed elimination 
figure. A correction has been made 
to take care of this lease. A proposed 
correction covering retirements of 
mains and services in the Ogden di- 
vision of the company has been re- 
computed, as explained below, on a 
somewhat different basis which results 
in a small change in the figures in 
question. A correction has also been 
taken into account in the Salt Lake 
division figures covering expenditures 
for the barring, testing, and repairing 
of mains. This correction has the ef- 
fect of changing the proposed elimi- 
nations in the Salt Lake Division plant 
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account figure from $279,016.43 to 
$281,278.33. A summary of the re- 
vised proposed eliminations by divi- 
sions is as follows: 


$3,493,685.48 
107,002.10 
281,278.33 


$3,881,965.91 


Producing Division 
Ogden Division 
Salt Lake Division 


The following tabulation shows the 
details of the items making up the 
$3,493,685.48 proposed for elimina- 
tion from the producing division plant 
account : 


Leaseholds (original group) ... $3,090,834.62 
Leaseholds (William T. Morris 
55,884.75 


purchase) 
Leaseholds (Utah Gas & Coke 

14,613.96 
117,857.60 


stock disc.) 
Well Overheads (original pur- 

214,494.55 
Seeleemcete Sie'eeewieeeees's $0,490 000.40 


chase) 


[1-3] The largest single item in- 
cluded in the proposed eliminations as 
indicated above is the amount of $3,- 
090,834.62 which is now included in 
the leasehold account of the company 
and represents an alleged write-up 
over the original cost of leaseholds. 
The circumstances surrounding this 
item may be summarized as follows: 
In September, 1929, Western Public 
Service Corporation issued 177,777 
shares of its own no-par stock to the 
Ohio Oil Company, a similar number 
of shares to Producers and Refiners 
Corporation, and a similar number to 
the Crawford interests (T. B. Greg- 
ory, trustee) in payment for certain 
oil and gas property and rights. The 
stock was set up on the books of 
Western Public Service Corporation 
at a stated value of $15 per share, or 
a total of $8,000,010. The proper- 
ties and rights acquired through this 
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stock transaction were subsequently 
transferred and assigned to Mountain 
Fuel Supply Company (a Delaware 
corporation) as nominee of Western 
Public Service Corporation in accord- 
ance with an agreement dated Sep- 
tember 27, 1928, referred to above. 
Mountain Fuel Supply Company (a 
Delaware corporation), a subsidiary 
of Western Public Service Corpora- 
tion, delivered its entire capital stock 
issue of 120,000 shares of no-par com- 
mon stock to Western Public Service 
Corporation in payment for the prop- 
erties and rights thus conveyed. This 
stock was set up at an assigned value 
of $66.66675 per share. The value 
assigned to the properties and rights 
transferred and the value assigned to 
the stock issued was the same value as 
that which Western Public Service 
Corporation had assigned to its no- 
par stock which was issued to the three 
interests named above in exchange for 
these properties and rights, namely, 
$8,000,010. This figure was  sub- 
sequently changed to $7,999,965 
through a correction of $45 covering 
an error of three shares of stock of 
Western Public Service Corporation. 

The available information indicates 
that the Ohio Oil Company had an in- 
vestment of $695,723.01 and T. B. 
Gregory, trustee, had an investment 
of $481,250, in the properties and 
rights conveyed by them to Western 
Public Service Corporation and in 
turn by it to Mountain Fuel Supply 
Company (a Delaware corporation). 
This information is contained in a 
prospectus dated July 1, 1935, issued 
in connection with the formation of 
the present Mountain Fuel Supply 
Company and filed with the Securities 
and Exchange Commission. A re 
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port! of the Federal Trade Commis- 
sion dealing with electric power and 
gas utilities carries the information 
that Producers and Refiners Corpora- 
tion had an investment of $634,897.32 
in the properties and rights conveyed 
by it to Western Public Service Cor- 
poration, and in turn to Mountain 


Proposed eliminations from leasehold account, per accounting report 


Less: 
M. W. Newberger “B” lease 
Balance of excess in Morris purchase 
Utah Gas & Coke stock discount 


Balance excess, original leaseholds at December 31, 1937 


Fuel Supply Company (a Delaware 
corporation ). 

The difference between the amount 
finally set up on the books of Moun- 
tain Fuel Supply Company as the val- 
ue of these properties and rights and 
the investment of the assignors in 
such properties and rights is $6,188,- 


Consideration assigned to original group of leases 


Less cost to assignors—leaseholds and wells 


Excess over cost—leaseholds and wells ...... 


Less: 
Overheads assigned to wells 
Leaseholds closed to surplus 
Write-off at consolidation 


Balance of excess applicable to leaseholds, December 31, 1937 


094.67. As stated above, the amount 
of $3,090,834.62 of the excess of 
$6,188,094.67 remained in the lease- 
hold account of the present Mountain 
Fuel Supply Company at December 
31, 1937. It has been pointed out that 
at the time (May 7, 1935) of the 
formation of the present company the 
amount of $2,521,521.43 was elimi- 
nated from the leasehold account of 
the company. Prior thereto the 
amount of $457,881.02 was written 
out of the leasehold account and 


170th Congress, First Session, Document 92, 
Part 84-11, p. 1816. 


charged to surplus covering certain 
leases in the group that were canceled. 
The following tabulation shows a rec- 
onciliation between the balance of the 
excess over cost of the original lease- 
holds and the proposed eliminations 
from leasehold account as shown in 
the accounting report: 

$3,166,295.26 


75,460.64 


$3,090,834.62 

The following additional figures are 
included at this point to show the 
method of arriving at the excess at 
December 31, 1937, of $3,090,834.62, 
starting with the original considera- 
tion of $7,999,965.00 assigned to the 
original group of leases. and other 
properties acquired : 


$7,999,965.00 
1,811,870.33 


UMaeececdsesWeceeavecedeuuvaaees $6,188,094.67 


$117,857.60 
457,881.02 
2,521,521.43 
————_ 3, 097,260.05 
$3,090,834.62 
In respect to the excess over cost of 
the original leaseholds acquired by the 
first Mountain Fuel Supply Company, 
the Commission finds that such ex- 
cess has no place in a rate base. As 
we view the transaction whereby the 
properties involved were acquired, the 
method employed resulted in an arbi- 
trary write-up of the book value of 
the properties. We do not believe that 
the mere assignment of an arbitrary 
value to a no-par stock is a sound basis 
for the determination of the value of 
the properties against which such 
stock is issued, even though it may be 
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sufficient basis for a bookkeeping en- 
try to record the purchase of the prop- 
erties. It has been stated above that 
at the time of formation of the pres- 
ent company, the amount of $2,521,- 
521.43 was voluntarily written out of 
the leasehold account of the company. 
This in itself is evidence that the of- 
ficials of the company considered the 
value at which leaseholds were car- 
ried to be excessive and in need of 
scaling down. It has been shown also 
that the amount thus eliminated from 
the leasehold account was arrived at 
by a more or less arbitrary method. 

The company claims that the value 
assigned to the no-par capital stock 
of Western Public Service Corpora- 
tion was fully substantiated by the 
sale of a large number of shares for 
cash at $15 per share. It is interest- 
ing to note in this respect that the 


average price of Western Public Serv- 
ice Corporation common stock was 
$4.0625 on April 29, 1935, on the 


Pittsburg Stock Exchange. This 
statement appears in the prospectus of 
Mountain Fuel Supply Company is- 
sued under date of July 1, 1935. 

[4] The Commission has not en- 
tertained the idea that the excess in 
question should necessarily be written 
off the company’s books. On the con- 
trary, under the new uniform system 
of accounts prescribed by the Com- 
mission for Mountain Fuel Supply 
Company, it appears that the amount 
in question will remain as part of the 
original cost of the properties in ques- 
tion. Original cost under the new 
system of accounts is defined as the 
cost to the person first devoting the 
properties to public service. In the 
instant case it appears that the prop- 
erties were first devoted to public serv- 
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ice by Mountain Fuel Supply Com- 
pany, one of the immediate predeces. 
sors of the present Mountain Fuel 
Supply Company. 

[5] Another item in the proposed 
eliminations from the leasehold ac- 


‘count is an amount of $55,884.75, 


which had its origin in connection with 
a group of leaseholds and other prop- 
erties acquired from one William T. 
Morris at a total cost of $247,537.50 
which was paid in cash. It appears 
from the record that prior to January 
1, 1938, eleven of the leases acquired 
from Mr. Morris had been canceled 
but the consideration that had been 
assigned to them amounting to $55,- 
884.75 was transferred to a special 
leasehold account entitled, “Gas Re- 
serves Acquired by Capital Stock Is- 
sue and from William T. Morris, Not 
Assignable to Lands Having Definite 
Surface Boundaries.” The question 
involved in connection with these 
leases is whether the consideration as- 
signed to the leases that were canceled 
should not have been entirely elimi- 
nated from the leasehold account in- 
stead of charging the amount in ques- 
tion back to a special leasehold ac- 
count. In respect to this item the 
Commission is inclined to the view 
that the amount in question should be 
allowed to remain in the leasehold ac- 
count of the company for the reason 
that it represents an actual cash con- 
sideration paid by the company in con- 
nection with a group purchase. 

[6] The account entitled, “Gas Re- 
serves Acquired by Capital Stock Is- 
sue and from William T. Morris, Not 
Assignable to Lands Having Definite 
Surface Boundaries” was originally 
charged in 1935 on the books of 
Mountain Fuel Supply Company (a 
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Delaware corporation) with the stock 
consideration given in exchange for 
the leaseholds and other properties ac- 
quired from the Ohio Oil Company, 
Producers and Refiners Corporation, 
and T. B. Gregory, trustee. In June, 
1935, this account was charged with 
the amount of $14,613.96 covering 
unamortized discount on Utah Gas 
and Coke Company preferred stock. 
The circumstances surrounding this 
charge may be stated briefly as fol- 
lows: At the time of formation of 
the present Mountain Fuel Supply 
Company, numerous write-offs were 
made from the plant accounts of the 
consolidated and merged corporations, 
as explained heretofore. In the origi- 
nal entry at the time of consolidation 
and merger the write-off of the un- 
amortized discount on Utah Gas and 
Coke Company preferred stock was 


overlooked. The officials of the pres- 
ent company now represent that had 
this item not been overlooked, the 
same would have been written off at 
that time and the amount eliminated 
from the leasehold account of the 
company would have been correspond- 


ingly decreased. It might be stated 
at this point that it was the intention 
of the officials of the company at the 
time of the consolidation and merger 
to create a capital surplus of $2,150,- 
000 and the figure written out of the 
leasehold account was an amount cal- 
culated to leave such a balance after 
all other plant eliminations were taken 
into account. The company main- 
tains, therefore, that the entry mak- 
ing the above-mentioned charge of 
$14,613.96 to leasehold account 
should be viewed in the light of its 
relation to the original entry and not 


as a single entry standing out by it- 
self. We believe there is merit in the 
company’s contention in this respect. 
The Commission finds, therefore, that 
it was not the intention of the com- 
pany to include in its present lease- 
hold account discount on preferred 
stock as such of a predecessor com- 
pany. As the entry was made, how- 
ever, it creates the impression that the 
company did in fact charge the dis- 
count in question back into the plant 
account. It appears to the Commis- 
sion that in order to clarify the situa- 
tion the entry in question should be 
reversed and a new entry made which 
will be considered as a correction in 
the original write-off in the leasehold 
account and not as a charge to the 
lesaehold account covering discount on 
stock. 

[7] The accounting report indi- 
cates also that at the time of forma- 
tion of Mountain Fuel Supply Com- 
pany (a Delaware corporation) six 
wells were acquired from predecessors 
and that in addition to the actual costs 
of predecessors in drilling these wells 
there was added an amount for over- 
head costs of 25 per cent of all costs 
of drilling the wells. These overheads 
amounted to $117,857.60, which 
amount was capitalized as part of the 
cost of the wells. There is no evi- 
dence available at this time to substan- 
tiate the propriety of these overhead 
charges to the wells in question. 

It is shown further that the plant 
account of the present company at 
December 31, 1937, included the costs 
of drilling certain wells which either 
were not connected to the line or had 
been abandoned. The wells in ques- 
tion are as follows: 
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Carl Allen Well No. 1, located in 
Powder Wash and capped off .. $115,534.49 
R. J. Ellis Well No. 1, located in 
Black Fork and abandoned .... 750.00 
Betty Hoyt Well No. 1, abandoned 
in February, 1938 8,104.47 
W. T. Nightingale (sodium well) 1,749.42 
Hal W. Stewart Well No. 1, located 
in Powder Wash 65,386.26 
W. L. Williams Well No. 1-a, lo- 
cated at Cherokee Ridge. Aban- 
doned latter part of 1937 
F. L. Wilson Well No. 4, located 
in Hiawatha 


3,466.29 
19,503.62 
$214,494.55 


The Commission has been advised 
that the R. J. Ellis Well No. 1, the 
Betty Hoyt Well No. 1, and the W. L. 
Williams Well No. 1-a, have been re- 
tired from the plant account of the 
company. From the information 
available it appears that the other 
wells listed above either are primarily 
oil producers or produce too small a 
supply of gas to be considered com- 
mercially valuable, except the W. T. 
Nightingale Well which is a sodium 
well and has a possible use for de- 
sulphurization. 

In addition to these wells listed 
above there are two other wells in the 
Powder Wash area (located in Colo- 
rado) which have been drilled to a 
production basis and appear to have 
sufficient pressure to be valuable gas 
producers. These wells are the J. C. 
Donnell Well No. 1 and the Burton 
Musser Well No. 1. The drilling 
costs at December 31, 1937, on these 
wells were $56,384.82 and $87,723.64, 
respectively. Neither of these wells 
is connected to the line of the com- 
pany. The accounting report did not 
include these two wells in the proposed 
eliminations presumably because such 
wells are gas producers, whereas the 
other wells listed are not producers of 
gas. However, due to the fact that 
these two wells are not connected to 
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the line, it would seem to the Commis- 
sion that a question might be raised 
as to whether or not said wells should 
be included in the plant account of the 
company. The Powder Wash reserve 
as indicated above has never been con- 
nected to the transmission line of the 
company and there appears to be no 
definite policy determined as to when 
such connection might be made. 

It should be stated at this point that 
under date of June 30, 1939, this 
Commission issued General Order No, 
42, in which a revised uniform sys- 
tem of accounts for gas utilities was 
prescribed for Mountain Fuel Supply 
Company, effective January 1, 1940. 
The adoption of a new system of ac- 
counts for gas utilities was recom- 
mended by the Commission’s account- 
ing department in its report to the 
Commission dealing with the present 
company. This new system of ac- 
counts requires each gas company sub- 
ject to it to reclassify its plant account 
in accordance with a new set of ac- 
counts prescribed therein. Each gas 
utility subject to said system of ac- 
counts is required to segregate the 
original cost, or the cost to the utility, 
as the case may be, of property owned 
and held for use in utility service in 
the future into an account called “Util- 
ity Plant Held for Future Use.” This 
system of accounts also provides an 
account called “Other Physical Prop- 
erty” in which must be included the 
cost to the utility of land, structures, 
and equipment owned by the utility 
but not used in utility service and not 
properly includible in the aforemen- 
tioned account called “Utility Plant 
Held for Future Use.” Mountain 
Fuel Supply Company is required un- 
der General Order No. 42 to com- 
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mence the work of reclassification of 
its plant account not later than Janu- 
ary 1, 1940, as indicated above. With- 
out further study of the matter at this 
time, the Commission assumes that 
during the process of such reclassifi- 
cation proper accounting treatment 
will be accorded the above-described 
wells, as required under said system of 
accounts, and that such wells and any 
others similarly situated will be seg- 
regated into one of the two accounts 
mentioned above. It would seem 
preferable, therefore, that no order be 
entered at this time in respect to the 
accounting treatment of said wells but 
that appropriate accounting treatment 
be accomplished during the period of 
reclassification of the plant account of 
the company. Likewise, we believe 
that no order should be entered at this 
time relating to the overheads applied 
to the original wells acquired by 


Mountain Fuel Supply Company (a 
Delaware corporation), but that such 
matter should be appropriately han- 
dled in the reclassification of the plant 


account. In this respect we believe 
that the burden of proof is upon the 
company to show that the overheads 
thus charged to the well account were 
proper and reasonable charges. 

At December 31, 1937, the reserve 
acreage of Mountain Fuel Supply 
Company consisted of a total of 111,- 
583.96 acres of land, part of which 
had gas-producing wells upon it and 
part of which was held as unoperated 
acreage. Except for 499.23 acres 
owned in fee the total acreage was 
held under leases, permits, and royalty 
rights. The company claims that 61,- 
914.40 acres were operated and that 
49,650.33 acres were unoperated at 
the date mentioned. The unoperated 


acreage was carried in the leasehold 
account at December 31, 1937, at 
$160,766.48, which figure is exclusive 
of any stock consideration which 
might be applicable to any of these 
leases that were acquired in the origi- 
nal group of leaseholds acquired by 
the first Mountain Fuel Supply Com- 
pany. The balance of 19.23 acres rep- 
resents mineral rights in a tract of 
land acquired from the town of Green 
River, Wyoming. These rights were 
carried at $1,034.50 at December 31, 
1937. The company does not classify 
this holding either as operated or un- 
operated but as a “miscellaneous” item 
in the leasehold account. 

The policy of carrying unoperated 
leaseholds in the leasehold account of 
the company is open to question. In 
this connection we quote from Instruc- 
tion No. 9-I of utility plant instruc- 
tions found on page 58 of the Uni- 
form System of Accounts for Gas 
Utilities mentioned hereinabove : 

“The cost of land and land rights 
acquired in excess of that used in gas 
operations shall be included in Ac- 
count 110, Other Physical Property, 
or Account 100-4, Utility Plant Held 
for Future Use, as appropriate.” 


Paragraph J of the same set of in- 
structions provides as follows: 

“When the purchase of land for 
gas operations requires the purchase 
of land not used for such purposes, 
the charge to the specific land account 
shall be based upon the estimated cost 
of only that portion which is used for 
gas operation. The cost of the re- 
maining land shall be included in Ac- 
count 100-4, Utility Plant Held for 
Future Use, or Account 110, Other 
Physical Property, as appropriate.” 

During the process of reclassifi- 
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cation of the plant account of the 
company under discussion a proper 
segregation will be required between 
operated and unoperated acreage in 
conformity with these instructions. 
The Commission believes, therefore, 
that no order is necessary at this time 
in connection with the treatment of 
land and land rights, but that proper 
accounting treatment in respect to 
these items should be accomplished 
during the process of reclassification 
of the company’s plant account. 

We come now to the question of the 
accounting recommendations in re- 
spect to certain properties carried in 
the plant accounts of the Ogden and 
Salt Lake divisions of the company 
which it is alleged are no longer used 
or useful. The total amounts in- 
volved are as follows: 


$107,002.10 
281,278.33 


$388,280.43 


Ogden Division 
Salt Lake Division 


The principal items in the Ogden 
Division figure are a tract of land and 
certain buildings at the old gas man- 
ufacturing plant site in Ogden. Parts 
of these buildings are rented to out- 
side parties. The land is used at times 
by the company for the storage of 
construction equipment. The build- 
ings consist of the old retort and boil- 
er building, a locker and washroom, 
an office and warehouse building, and 
a concrete dock at the warehouse. 

[8] Included also are expenditures 
of the company incurred at the time 
the system was converted from a man- 
ufactured gas system to a natural gas 
system in barring, testing, and repair- 
ing mains, and in changing service 
lines from high-pressure artificial to 
low-pressure natural. Another item 
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consists of a proposed correction in 
the amounts at which certain mains 
and services were retired over a pe- 
riod of several years. At the time the 
Ogden Gas Company came into ex- 
istence in 1928 the plant account fig- 


ures were set up on the books of the 


16 


company based upon an appraisal 
made at that time. In addition, an 
amount was added to certain of the 
appraisal figures to reflect the differ- 
ence between the appraised value and 
the purchase price of the properties. 
In retiring the mains and services re- 
ferred to the retirements were based 
upon the appraisal figures only and did 
not include a proportionate amount 
of the difference between the appraisal 
figures and the purchase price. It be- 
comes necessary, therefore, to make 
additional retirements in the accounts 
involved to take up the additional 
amount capitalized in respect .to the 
property retired. Since the submis- 
sion of the accounting report the com- 
pany has proposed a slightly different 
basis upon which to determine the 
amounts of the additional retirements, 
which basis has been approved by our 
accounting department. The figure 
developed on this basis is somewhat 
different from that determined by our 
staff. Following is a summary of the 
items described above involving the 
Ogden Division plant account : 
$20,000.00 
Buildings and structures 
Expenditures in connection with 
change from manufactured gas 
to natural gas system 


Additional retirements on mains 
and services 


11,680.70 
9,549.90 


The Commission finds that the 
amount of $5,000 would be a fair and 
reasonable amount for the company to 
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carry in its land account in the Ogden 
Division covering that part of the land 
now used by the company. The bal- 
ance of $15,000 in the land account 
should be transferred to a miscellane- 
ous investment account. The Com- 
mission also finds that the amount of 
$9,000 would be a fair figure to carry 
in the Ogden Division plant account 
representing buildings and structures 
used by the company. The balance of 
$56,771.50 in the buildings and struc- 
tures accounts should be transferred 
to a miscellaneous investment account. 

The Commission finds further that 
the expenditures made by the company 
at the time natural gas was brought 
into that territory in connection with 
barring, testing, and repairing mains 
and in changing service lines from 
high-pressure artificial to low-pressure 
natural are legitimate capital expendi- 
tures and should not be disturbed. 

[9] The additional retirements 
which should be made from the plant 
accounts of Ogden Division to reflect 
the proportionate difference between 
the appraisal figures and the purchase 
price referred to above by accounts 
are as follows: 


Acct. No. 
167-1 
167-2 
167-3 


Amount 


$92.98 
2,955.41 


Name of Account 


Fittings 
Construction 
Services 


ss cccccccccs crdereeccece QaOnene 


These amounts should be retired 
from the appropriate accounts and 
charged to depreciation reserve. 


[10, 11] The Salt Lake Division 
figure includes certain tracts of land, 
the old retort house, retort house ex- 
tension, and the boiler, engine, and 
condenser house at the old gas manu- 
facturing plant site in Salt Lake City ; 
[2] 


expenditures made by the company in 
changing its system from a manufac- 
tured gas to a natural gas system ; and 
a hortensphere holder and a compres- 
sor house which are no longer in use. 
The charges in question to the land 
account include two houses located at 
39 and 45 South Boulevard Gardens 
and certain lots at first South and 
Tenth West streets, which houses and 
lots are not used or useful in render- 
ing gas service. The land account al- 
so includes a site on South Fifth East 
street for a hortensphere holder, 
which land is no longer in use. There 
is also included the amount of $8,- 
097.53, which covers costs incurred 
in leveling the land at the manufac- 
tured gas plant site and in removing 
debris therefrom at the time the sys- 
tem was converted to a natural gas 
system. The land account also in- 
cludes a small amount of $5.80 cov- 
ering part of the cost of filling in a 
hole at the manufactured gas plant 
site, left at the time a holder was dis- 
mantled at such site. 


The buildings mentioned above in 
the Salt Lake Division are the remains 
of the old manufacturing plant of 
Utah Gas and Coke Company and are 
utilized to a certain extent at the pres- 


ent time for storage facilities. These 
buildings are carried at $176,394.15 
on the books of the present company. 
The Commission’s staff has taken the 
position that the company should be 
allowed to carry in its plant account 
an amount representing the estimated 
cost of a structure adequate to provide 
the storage space which these old 
buildings now provide and that the 
difference between such estimate and 
the amount at which these buildings 
are now carried should be transferred 
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to a miscellaneous investment account. 
The Commission’s engineering de- 
partment has estimated that the ap- 
proximate cost of such a structure 
would be $20,000, which amount has 
been allowed in arriving at the fore- 
going figure of $281,278.33. The 
hortensphere holder, referred to 
above, was retired from the plant ac- 
count of the company during the year 
1938 but the site on which said hor- 
tensphere was located is still in the 
company’s plant account. 

At the time the distribution system 
in Salt Lake City was converted to a 
natural gas system certain expendi- 
tures were made by the company in 
the nature of testing its mains for 
leaks and making the necessary re- 
pairs. The Salt Lake Division plant 
account includes $60,441.07, covering 
such expenditures. 

A summary of the items included in 
the figure of $281,278.33 proposed for 
elimination from the plant account of 
the Salt Lake Division is as follows: 


$15,815.28 

Balance of cost of filling hole left 
by holder 

Retort house and remodeling costs 

Retort house extension and re- 
modeling costs 

Boiler, engine, and condenser house 
and remodeling costs 

Hortensphere holder, South 5th 
East street 

Compressor, 4th East street 

Bar test and repair mains 

Land, cost of changing to natural 


5.80 
55,391.10 


30,350.99 
90,652.06 
37,919.79 

2,604.71 
60,441.07 

8,097.53 
20,000.00 


$281,278.33 


The item of land, $15,815.28, cov- 
ers various tracts of land owned by 
the company in Salt Lake City which 
are not used or useful in rendering 
gas service. The Commission finds 
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that this amount should be transferred 
from the company’s plant account to 
a miscellaneous investment account. 
The item of $5.80, representing the 
balance of the costs incurred in filling 
a hole left by the removal of a holder 
should be written out of the plant ac- 
count and charged to surplus. 

The buildings in question which are 
carried at $176,394.15 are used as 
storage facilities as indicated above. 
The company has submitted to the 
Commission a rough estimate of the 
cost of building a new structure ade- 
quate to provide the storage facilities 
now provided by these buildings. The 
estimated cost of such a building is 
roughly between $50,000 and $60,- 
000. The Commission finds, however, 
that the amount of $25,000 is a fair 
figure to be left in the plant account 
of the Salt Lake Division of the com- 
pany in lieu of $176,394.15 covering 
the buildings in question. If a figure 
of say, $50,000 was approved, we be- 
lieve such a figure would be excessive 
for the reason that the hypothetical 
building which such sum of money 
would represent would be a new build- 
ing with a much longer life expectan- 
cy than the buildings now existing and 
also that such a building would be 
much improved as to design and fa- 
cilities and in the use thereof. The 
Commission believes, therefore, that 
$25,000 is a fair figure in this respect. 
The balance between $25,000 and 
$176,394.15 should be transferred to 
a miscellaneous investment account. 

The hortensphere holder on South 
5th East street in Salt Lake City was 
retired from the company’s plant ac- 
count during 1938. However, the 
land on which such holder was in- 
stalled is still carried in the land ac- 
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count and should be transferred to a 
miscellaneous investment account. 

The compressor house on 4th East 
street in Salt Lake City carried at $2,- 
604.71 is not used or useful in render- 
ing gas service and should be trans- 
ferred from the plant account to a mis- 
cellaneous investment account. This 
house was formerly used by Utah Gas 
and Coke Company when it sold man- 
ufactured gas in Salt Lake City. 
There is, however, a small regulator 
station in use at this same site. The 
company should eliminate also from 
the land account that part of the land 
at this site which is not used in con- 
nection with said regulator station. 

The Commission has given careful 
consideration to the facts surrounding 
the expenditures made in barring, test- 
ing, and repairing mains at the time 
natural gas was brought into this ter- 
ritory and also to the costs incurred 
in placing the land in condition to be 
used in the natural gas business at the 
company’s site on Tenth West street 
and has concluded that these amounts 
are legitimate capital expenditures and 
should not be disturbed. The amounts 
involved are $60,441.07 and $8,- 
097.53, respectively. 


Vv 


Ogden Gas Company, one of the 
predecessors of the present Mountain 
Fuel Supply Company owned certain 
distribution properties in Salt Lake 
City. These properties were leased by 
Utah Gas and Coke Company until 
December, 1929, at which time the 
latter named company acquired title 
to the properties. The properties in 
question were retired from the plant 
account of the Ogden Gas Company 
and charged to the plant account of 


Utah Gas and Coke Company. The 
amount involved was $185,000. At 
the time of this transfer the plant ac- 
count of Utah Gas and Coke Com- 
pany as it stood on the books of said 
company was predicated upon an ap- 
praisal made in 1919 by Hagenah and 
Erickson, a firm of appraisal engi- 
neers. The inventory and appraisal 
made in 1919 came before the then 
Public Utilities Commission of Utah 
in Cases Nos. 87 and 233. A review 
of the testimony given in Case No. 87 
by the engineer in charge of the inven- 
tory and appraisal indicates that the 
distribution properties in question in 
Salt Lake City were included in the 
inventory and appraisal of the prop- 
erties of Utah Gas and Coke Com- 
pany. The particular properties in 
question were owned at that time by 
Utah Light and Traction Company and 
leased to Utah Gas and Coke Com- 
pany. If the 1919 inventory included 
these properties, then it is apparent 
that the plant account of Utah Gas 
and Coke Company was charged a 
second time with a figure purporting 
to be the value of these properties 
when Utah Gas and Coke Company 
acquired said properties from Ogden 
Gas Company in 1929. The record 
is not entirely clear on this point in- 
asmuch as the Public Utilities Com- 
mission did not make any findings in 
its report in either of the cases men- 
tioned above as to whether or not said 
properties were included in the 1919 
inventory and appraisal. It appears to 
the Commission, therefore, that fur- 
ther study should be made by Moun- 
tain Fuel Supply Company to deter- 
mine definitely if these properties are 
included twice in the Salt Lake Divi- 
sion plant account of the present com- 
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pany. We believe that this study can 
be made advantageously during the 
period of reclassification of the com- 
pany’s plant account and it will be so 
ordered by the Commission. 


VI 


[12] Wasatch Gas Company, an- 
other predecessor of the present com- 
pany, acquired certain properties in 
Provo, Springville, and Spanish Fork, 
Utah, in 1931 by purchase at a pub- 
lic auction conducted by the United 
States Marshal for Utah. These 
properties were previously owned by 
Utah Valley Gas and Coke Company 
and consisted of a manufactured gas 
distribution system. These properties 
were carried at a total figure only on 
the books of Wasatch Gas Company 
from the date of purchase to May 7, 
1935, and in the plant account of the 
Wasatch Division of the present com- 
pany since that date in a simliar man- 
ner. No breakdown has even been 
made into proper subplant classifica- 
tion. The Commission believes that 
this property should be properly clas- 
sified into the appropriate subplant 
accounts prescribed in the Uniform 
System of Accounts for Gas Compa- 
nies. The proper time to accomplish 
this work will be during the reclassi- 
fication of the plant account of the 
company. 


VII 


[13] Both the accounting and en- 
gineering reports dealing with the 
company under discussion go into the 
matter of the treatment of nonproduc- 
tive wells and canceled lease expense. 
The discussions are directed primarily 
to the problem of nonproductive wells. 
By way of explanation it may be stat- 
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ed that in order to maintain an ade- 
quate supply of gas and to comply 
with United States government regu- 
lations dealing with gas and oil leases 
and permits on government lands, it 
is the practice of a natural gas com- 
pany to drill new wells from time to 
time. Some of the wells drilled prove 
to be nonproductive. The costs in- 
curred in drilling nonproductive wells 
must be accounted for in one way or 
another on the books of the company. 
It has been the practice of the present 
company to charge to an operating 
expense account called “Nonproductive 
Wells and Canceled Lease Expense” 
in the year in which a well is aban- 
doned the costs incurred in drilling 
such well. The costs incurred by 
Mountain Fuel Supply Company in 
this respect have varied considerably 
from year to year as indicated in the 
following summary of the costs for 
the last four years: 


Year 1935 
Year 1936 
Year 1937 
Year 1938 


$72,667.43 

1,251.06 
314,506.59 
117,949.34 

The figure for the year 1935 in- 
cludes the costs incurred by the pres- 
ent company from May 7th to Decem- 
ber 31st, and the costs incurred by the 
predecessor company from January 
Ist to May 7th. 

The accounting report suggests that 
a method whereby nonproductive well 
expenses could be spread more equita- 
bly over each year’s operations would 
be preferable and a recommendation is 
made that nonproductive wells and 
canceled lease expenses be charged to 
a deferred account and amortized 
through charges against income over 
a period to be determined. In this 
connection it may be stated that the 
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new Uniform System of Accounts for 
Gas Utilities adopted by this Commis- 
sion on June 30, 1939, provides an 
account in the income accounts group 
entitled “Nonproductive Well Drill- 
ing.” (Account No. 511.) The in- 
structions in connection with this ac- 
count provide that the cost of drilling 
nonproductive wells during the period 
covered by the income account shall 
be charged to said account. This ac- 
count provides in effect for the treat- 
ment of nonproductive well expenses 
in the same manner as that which has 
been followed heretofore by the com- 
pany. 

There are some indications that the 
nonproductive well expenses of the 
company will not be as great in the 
future as they have been in some pre- 
vious years, notably 1937, when such 
expenses were $314,506.59. If such 
proves to be the case, this element of 
expense will not be such a serious fac- 
tor affecting the company’s operating 
income for any one year. The Com- 
mission feels therefore that after the 
effective date of the new Uniform 
System of Accounts the company 
should follow the provision above re- 
ferred to in respect to the accounting 
for nonproductive well expenses. 
This is not to be construed as being a 
final determination by the Commission 
of its view as to the proper treatment 
of this element of expense. The Com- 
mission retains full jurisdiction to 
make further inquiry and study of 
this particular phase of the company’s 
business, 


VIll 


_ [14] A recommendation is made 
in the accounting report to the effect 
that the company’s records covering 
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services be brought up to date so as 
to eliminate from the plant account all 
services no longer in use and on which 
there is no prospect of reuse. The rec- 
ommendation contains a suggestion 
that any service that has been inactive 
for a period of one year or more be 
retired from plant account. In this 
connection we quote from utility plant 
Account No. 361 “Services” of the 
new Uniform System of Accounts for 
Gas Utilities: “C. Services which 
have been used but have become inac- 
tive shall be retired immediately if 
there is no prospect of reuse, and, in 
any event, shall be retired by the end 
of the second year following that dur- 
ing which the service became inactive 
unless reused during the interim.” 
Inasmuch as this system of accounts 
was adopted without any amendment 
in this provision, the Commission feels 
that the company should be required 
to follow the requirements of said 
provision in accounting for services 
no longer in use. 


IX 


[15] It is shown that in the dis- 
tribution divisions of the company 
that purchases of construction and 
maintenance materials are charged to 
stores account at invoice price less 
trade discounts if allowed, plus freight 
when paid by the company. Prompt 
payment discounts are not deducted 
from the invoice price, but are consid- 
ered financial earnings by the company 
and are treated as nonoperating income 
instead of a deduction from the cost 
of the material. The accounting report 
recommends that this practice be dis- 
continued and that stores account be 
charged with the net figure after de- 
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ducting all discounts, including 
prompt payment discounts. 

The Uniform System of Accounts 
provides that cash or other discounts 
on materials shall be deducted when 
practicable in determining the cost of 
a particular item of material. Officials 
of the company have shown that un- 
der certain circumstances it would be 
highly impracticable to allocate back 
to small items a proportion of a small 
cash discount. Undoubtedly, the rea- 
son for the provision in the system of 
accounts to the effect that cash dis- 
counts shall be deducted when prac- 
ticable is to meet a situation such as 
that described by the company. It 
appears to the Commission, therefore, 
that the provision in the new Uniform 
System of Accounts relating to the 
treatment of materials and supplies 
should be followed by the company. 


X 


[16] Mountain Fuel Supply Com- 
pany maintains a merchandise and 
jobbing department for the purpose 
of selling gas-burning appliances and 
equipment and to perform jobs such 
as installations for customers or pro- 
spective customers. It appears that 
this department is operated by the 
company largely for the purpose of 
building gas load and only secondarily 
for the purpose of making a profit on 
the sale of merchandise. Most of the 
company’s salesmen are paid a straight 
salary with no commissions. Only 
two salesmen are paid on a straight 
commission basis. The commissions 
paid those two salesmen are charged 
as an expense of the merchandising 
department. No part of the salaries 
of salesmen on a straight salary basis 
are charged to merchandise account. 
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It is the practice of the company also 
to charge 10 per cent of all advertis- 
ing expenses to merchandising and 
the balance to new business expenses. 

The accounting report carries a rec- 
ommendation that a portion of sales- 
men’s salaries and also a higher per- 
centage of advertising expense be 
charged to the merchandise and job- 
bing account. The Commission is in- 
clined to agree that this recommen- 
dation should be carried out by the 
company. It is not our purpose to 
say what percentage of salesmen’s 
salaries or how much higher a percent- 
age of advertising expense should be 
charged to merchandise account. We 
will expect the company to determine 
this matter on an equitable basis. 


XI 


The accounting report carries a fur- 
ther recommendation that the Com- 
mission prescribe a set of rules pro- 
viding for the destruction of records 
by Mountain Fuel Supply Company 
and, incidentally, other gas companies. 
The Commission has had this matter 
under consideration and it is antici- 
pated that a set of rules will be adopt- 
ed very shortly covering the problem 
of construction of records. This mat- 
ter will be handled through a separate 
order. 


XII 


The company accrues depreciation 
on depreciable properties on a straight- 


line basis. The depreciation rates in 
use which are applied against the cost 
of the respective classes of property 
as shown by the investment ledger or 
the general ledger, as the case may be, 
are as follows: 
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Per Year 
Wells—Tangible Costs 
Pipe Lines—AIl Types 
Laterals and Meter Stations 
Telephone Lines 
Blacksmith Shops and Machine Shops 
Camps—Rock Springs 
Camps—Field 
Water Lines 
Filling Stations 
Furniture and Fixtures 
Holder at Ironton 
Light Plant Equipment--Salt Lake City 10% 
Automotive Equipment 33% 

The engineering report contains a 
general discussion and analysis of the 
rates of depreciation in current use 
by the company. This discussion 
seems to lead to the conclusion that 
in general the rates of depreciation 
are reasonable and adequate, with the 
exception of the rate used on automo- 
tive equipment, and in this case the 
conclusion seems to be that the rate 
is higher than the company’s experi- 
ence substantiates. In other words, it 
is shown that the company had depre- 
ciated its cars and trucks down to a 
nominal value over a period of three 
years, whereas many of the same cars 
and trucks have actually been in use 
as long as eight or nine years. While 
it is true that the company does not 
accrue depreciation against a particu- 
lar truck or car after it has been de- 
preciated to a nominal value, the fact 
remains that the company’s estimate 
of the service life in years of these 
particular units is far below the aver- 
age service life as reflected by the com- 
pany’s experience. 

It is not our purpose to make a fi- 
nal determination in the present pro- 
ceedings of the correctness of the de- 
preciation rates in use at the present 
time by the company under considera- 
tion. By way of suggestion we would 
recommend that the company give 
consideration to the advisability of 


predicating depreciation accruals on 
automobiles and trucks on a longer 
service life basis particularly in re- 
spect to those units which, based upon 
past experience, are known to render 
service for a period in excess of three 
years. We do not mean to infer by 
this suggestion that such depreciation 
accruals should be predicated upon a 
period as long as eight or nine years, 
but that in many instances a basis of 
probably five years would be more rea- 
sonable. 

In accounting for retirements of 
property a somewhat different method 
is used in the production and trans- 
mission divisions from that used in 
the distribution divisions. At the time 
a property retirement is accounted for 
in the distribution divisions the de- 
preciation reserve is charged with the 
original cost of the property being 
retired, plus costs of dismantling, 
less salvage, except in the case of au- 
tomotive equipment which is handled 
on a unit basis. In the production 
and transmission divisions the depre- 
ciation reserve is charged only with 
that amount representing the theoret- 
ical depreciation accrual in respect to 
the particular item of property at the 
date of retirement, and the difference 
less salvage is charged to operating ex- 
pense account, “Nonproductive Wells 
and Canceled Leases.” 

The method followed in the distri- 
bution divisions in accounting for 
property retirements is in accord with 
the generally accepted utility account- 
ing methods in this respect. The Com- 
mission believes that the accounting 
treatment covering property retire- 
ments should be standardized in all 
divisions of the company. Our find- 
ing in this respect is not to be con- 
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strued as meaning that Mountain Fuel 
Supply Company cannot use a unit 
basis for accruing depreciation and 
retiring units of plant in those instan- 
ces where a unit basis is preferable or 
prescribed by regulations of the Com- 
mission. 

A further recommendation con- 
tained in the accounting report is to 
the effect that the annual depreciation 
and depletion charge of the company 
be reduced in proportion to the rec- 
ommended plant account eliminations 
which have been discussed heretofore. 
As stated above, the company will be 
ordered to transfer from its plant ac- 
count to a miscellaneous investment 
account part of the amount at which 
certain buildings now stand in the 
company’s plant account. This trans- 
fer will relieve the depreciation ex- 
pense account in the operating group 
from any further depreciation charges 
in respect to the amount transferred 
from the plant account. 

The accruals for depletion made 
by the company are computed on a 
production basis at a rate of 14 cents 
per thousand cubic feet. The rate per 
thousand cubic feet was arrived at by 
dividing the estimated total gas re- 
serves of the company at December 
31, 1934, as determined by the com- 
pany’s geologist, into the net invest- 
ment in operated leaseholds and intan- 
gible cost of wells at May 8, 1935. 
The unit cost arrived at from this cal- 
culation was 1.3816 cents per thou- 
sand cubic feet, but the rate of 14 
cents was adopted by the company to 
allow “for intangible cost on addition- 
al wells to be drilled.” Depletion ac- 
cruals are computed each month pred- 
icated upon the actual cubic feet of 
production during the month. 
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The method now followed by the 
company in making depletion accruals 
will provide a reserve equal to the in- 
vestment in operated leaseholds (in- 
cluding the remaining excess over cost 
to previous owners heretofore de- 
scribed) and intangible well costs, as 
reflected by the company’s books, pro- 
vided that the estimate of gas reserves 
upon which the depletion rate is predi- 
cated proves to be fairly accurate. 

As stated heretofore, the company’s 
leasehold account at December 31, 
1937, included the amount of $3,090,- 
834.62, which represents a write-up 
over the cost of leaseholds to those in- 
terests who conveyed such leaseholds 
and other properties to the first Moun- 
tain Fuel Supply Company in 1929. 
It is this figure that the accounting re- 
port asks the Commission to eliminate 
from any calculation upon which de- 
pletion accruals may be accrued in the 
future. It appears unnecessary at this 
point to repeat how this amount was 
arrived at or to recount the circum- 
stances involving the original transfer 
of leaseholds on the basis of a stock 
consideration. 

In view of all the circumstances, the 
Commission finds that the amount of 
$3,090, 834.62 in the company’s lease- 
hold account at December 31, 1937, 
does not represent a value which the 
company should be allowed to recoup 
at the expense of the ratepayers 
through its depletion charges, and that 
no further depletion accruals in respect 
to such amount should be allowed in 
the future. The company will be re- 
quired to recalculate its depletion rate 
in conformity with this finding. 


XIII 


The company has agreed to follow 
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certain recommendations contained in 
the accounting report which recom- 
mendations have not been discussed 
heretofore. These recommendations 
are as follows: 

(a) That a work order system be 
installed in the producing and pipe- 
line divisions to be used in accounting 
for all property additions and retire- 
ments, and that the plant accounts of 
these divisions be rewritten on work 
orders for each individual unit of con- 
struction. 

(b) That a voucher register be 
installed in the producing and pipe- 
line divisions. 

(c) That in accounting for a re- 
placement of a unit of property a sepa- 
rate work order be used covering the 
retirement of the old unit and a 
separate work order be used covering 
the installation of the new unit in or- 
der that retirement costs may be kept 
entirely separate from _ installation 
costs. 

(d) That a reserve for uncollecti- 
ble accounts of $3,100 which was set 
up in the general office division in 
1935 be closed to surplus as there ap- 
pears to be no need for this reserve. 

The Commission has been advised 
that the company has taken steps to in- 
stall the work order system and vouch- 
et register mentioned above and that 
the reserve referred to has been closed 
to surplus. The company also has ex- 
pressed a willingness to account for 
replacements of property in the man- 
ner above stated so far as practicable. 


XIV 


Rate base figures predicated entire- 
ly upon the book figures of the com- 
pany were developed by the Commis- 
sion’s accounting department in the 


present investigation. The items of 
proposed plant account eliminations 
heretofore discussed were excluded 
from such rate base figures. The fig- 
ures thus developed are not accepted 
by the Commission as the correct val- 
ue of the properties of the company 
for rate-base purposes, but have been 
used by the Commission in the pres- 
ent investigation as a means of indi- 
cating the approximate rate of return 
enjoyed by the company. The highest 
rate of return developed from these 
figures is 5.31 per cent for the year 
1937 and that return is found after 
making adjustments for depreciation 
and depletion expense and dry hole 
expense in the operating income for 
that year. 

The engineering study dealing with 
Mountain Fuel Supply Company de- 
voted considerable time and attention 
to the value of the company’s proper- 
ties used and useful in rendering gas 
service. A complete inventory and 
appraisal was not made but sufficient 
investigation and analysis was made to 
develop approximate construction 
costs covering the major items of 
property operated by the company. 
The engineering figures thus de- 
veloped tend to support the figures 
developed through the accounting 
study from the cost records of the 
company. 


XV 


The Commission believes that the 
company’s schedules of rates as con- 
tained in the tariffs on file with the 
Commission are in need of a thorough 
analysis and study to determine if any 
one rate is unreasonable or discrimi- 
natory when compared with the other 
rates on file. It might be stated that 
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since the original natural gas rates 
were filed with the Commission in 
1929 there have been but few changes 
in the rate schedules of the company. 
Various factors and conditions which 
have a bearing upon the rates of a 
natural gas company have changed 
since the original filing of these rates. 
Some study has been given to the ques- 
tion of rates by the Commission dur- 
ing the past few months and it is the 
Commission’s purpose to prosecute 
this work further so as to eliminate 
any inequalities now existing in the 
rates of the company. This matter 
will be handled separately from the 
present investigation. 

Based upon the findings aforesaid : 

It is ordered, that the depletion ac- 
cruals of Mountain Fuel Supply Com- 
pany on and after January 1, 1940, 
shall be calculated on a basis which 
shall be in conformity with the find- 
ings of the Commission in the fore- 
going report, due consideration to be 
given to the amount in the depletion 
reserve at the present time. 

It is further ordered, that the 
amount of $15,821.08 be transferred 
from the land account of the Salt Lake 
Division of the company to a miscel- 
laneous investment account covering 
the following items: 


Hortensphere site, South 5th East 
street 

Lots on 1st South and 10th West 
streets 

Lots at 39th and 45th South Boule- 
vard Gardens 


$1,901.96 
5,314.30 


$15,815.28 


It is further ordered, that Mountain 
Fuel Supply Company retire from Salt 
Lake Division plant account 165, 
“Other Distribution Structures,” and 
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transfer to a miscellaneous-investment 
the amount of $151,394.15, covering 
unused buildings. 

It is further ordered, that the com- 
pany transfer from account 165, “Oth- 
er Distribution Structures” to a mis- 
cellaneous investment account the 
amount of $2,604.71 covering a com- 
pressor house on 4th East street in 
Salt Lake City which is no longer used 
in rendering gas service ; that the com- 
pany transfer from the land account 
of Salt Lake Division to a miscellane- 
ous investment account a suitable por- 
tion of the amount at which the land 
on which said compressor house 
stands; and that the company retire 
from the land account of Salt Lake 
Division the amount of $5.80, cover- 
ing the balance of the costs incurred 
in filling a hole left by the removal of 
a holder. 

It is further ordered, that Moun- 
tain Fuel Supply Company transfer 
from its Ogden Division land account 
to a miscellaneous investment account 
the amount of $15,000, covering un- 
used land, and that the amount of 
$56,771.50 be transferred from ac- 
count 165, “Other Distribution Struc- 
tures,” to a miscellaneous investment 
account, covering unused buildings. 

It is further ordered, that Moun- 
tain Fuel Supply Company make the 
retirements indicated below from the 
Ogden Division plant accounts with a 
concurrent charge to depreciation re- 
serve to correct previous retirements 
from these accounts. 


Acct. No. Name of Account Amount 


167-1 Pipe 

167-2 Fittings 
167-3 Construction 
168 Services 
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It is further ordered, that Mountain 
Fuel Supply Company make the neces- 
sary studies to determine whether or 
not certain distribution properties in 
Salt Lake City acquired from Ogden 
Gas Company by Utah Gas and Coke 
Company are included twice in the 
plant account of the Salt Lake Divi- 
sion. 

It is further ordered, that the ac- 
counting treatment covering property 
retirements be standardized in all di- 
visions of the company in respect to 
like items of property. 

It is further ordered, that during 
the process of reclassification of the 
plant account of the company as re- 
quired by the Uniform System of Ac- 
counts for Gas Utilities prescribed 
through General Order No. 42' that a 


proper distribution by subplant classi- 
fication be made of the gas distribu- 
tion system in Provo, Springville, and 
Spanish Fork, Utah. 

It is further ordered, that on and 
after January 1, 1940, a portion of 
salesmen’s salaries be charged to mer- 
chandise and jobbing account and that 
a higher percentage of advertising ex- 
pense than is now charged be included 
in merchandise and jobbing account, 
such amounts to be determined by the 
company on an equitable basis. 

It is further ordered, that the com- 
pany’s records covering services be 
brought up to date so as to comply 
with the requirements of the new Uni- 
form System of Accounts for Gas 
Companies adopted by this Commis- 
sion. 





CALIFORNIA RAILROAD COMMISSION 


Re Consolidated Cargo Company 


. [Decision No. 32700, Application No. 23158.] 


Mortgages, § 2 — Chattel mortgages — Commission authorization. 


1. A public utility may not execute a chattel mortgage upon its properties 
used in its utility operations without first being authorized by the Com- 
mission to do so, p. 28. 


Security issues, § 39 — Notes — Commission authorisation. 


2. A public utility may issue an unsecured note payable on or before twelve 
months after date of issue without first securing Commission approval, 
p. 28. 


Security issues, § 107 — Notes — Interest rates. 


3. The Commission does not favor the issuance of a note carrying interest 
at the rate of 10 per cent per year and believes the interest rate should not 
exceed 6 per cent per year, p. 28. 


Security issues, § 110 — No par value stock — Price — Commission policy. 


4. It is not the general policy of the Commission to authorize the issuance 
of stock without nominal or par value at a price per share as low as 50 
cents, p. 29. 
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Security issues, § 62 — Purpose — Compensation for services. 
5. The Commission cannot authorize the issuance of stock in payment for 
services to be rendered by a public utility’s general manager, p. 29. 
[January 2, 1940.] 


F  pinntainagie for a permit authorizing corporation to issue 
capital stock and to place a chattel mortgage upon its 
personal property used in carloading business; granted. 


APPEARANCE: William Farnum 
White, for applicant. 


By the Commission: This is an 
application by Consolidated Cargo 
Company, a corporation, for an order 
authorizing it to issue 1,000 shares of 
its capital stock and to execute a chattel 
mortgage. 

Consolidated Cargo Company is a 
corporation organized on or about Au- 
gust 31, 1939, under the laws of the 
state of California. It has an au- 
thorized common stock issue of 2,500 
shares without par value. It reports 
that it intends to engage in the business 
of carloading and car unloading, pri- 
marily upon the water front of San 
Francisco. Heretofore it has filed 
with the Commission its schedule of 
rates, issued November 18, 1939, ef- 
fective December 18, 1939, naming 
rates, charges, rules, and regulations 
governing carloading and unloading 
applying on piers and terminals in the 
San Francisco Bay District and Stock- 
ton. 

The record in this proceeding shows 
that on November 29, 1939, the com- 
pany issued its promissory note to W. 
F. White and W. H. Hanson in the 
principal amount of $500, payable one 
year after date with interest at the 
rate of 10 per cent per annum, for the 
purpose of financing, in part, its or- 
ganization expenses and the cost of 
33 PUR(NS) 


certain equipment. In this connection 
it reports that it has purchased, for 
$356.35, a 1936 Ford delivery truck 
on a conditional sales contract with 
$146.35 as a down payment and the 
balance of $210 payable in twelve 
monthly instalments, and that it has 
purchased for $300, other properties 
consisting of office equipment, a 1931 
Ford 14-ton truck with express body, 
hand trucks, and miscellaneous car- 
loading gear. Of the purchase price, 
$150 was paid in cash and the balance 
was represented by a one-year nonin- 
terest-bearing note for $150. In ad- 
dition, the company reports, as of No- 
vember 1, 1939, prepaid expense items 
of $148.15 and organization expenses, 
exclusive of attorneys’ fees, of $21.90. 

Applicant now proposes to execute a 
chattel mortgage to secure the payment 
of the $500 note issued on November 
29, 1939. It has filed a copy of the 
proposed chattel mortgage with the 
Commission as Exhibit C in this pro- 
ceeding. 

[1-3] While it is true that appli- 
cant, subject to the provisions of § 52 
of the Public Utilities Act, may issue 
an unsecured promissory note payable 
on or before twelve months after date 
of issue without securing the consent 
of this Commission, it may not execute 
a mortgage or other encumbrance up- 
on its properties used in its public util- 
ity operations, without first being au- 
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thorized by this Commission to do so. 
While we have no objection to the 
form of the proposed chattel mort- 
gage, we do not look with favor upon 
the issue of a note carrying interest at 
the rate of 10 per cent per annum. 
We are willing to authorize the execu- 
tion of said chattel mortgage, provid- 
ed that applicant will make arrange- 
ments for the reduction of the inter- 
est rate on the note to not exceeding 
six per cent per annum. 

[4, 5] In addition to the note financ- 
ing, applicant proposes, and asks per- 
mission, to issue 1,000 shares of its 
common capital stock, without nom- 
inal or par value, for consideration as 
follows : 

334 shares of capital stock to W. L. Marr, as 
part consideration for his employment as 
general manager of applicant; other con- 
sideration being an agreement to employ 
said W. L. Marr as general manager at 
a salary of $35.00 per week; in considera- 
tion of said 334 shares of stock and said 
weekly salary W. L..Marr has promised 
in writing to devote his exclusive time to 
the management of said applicant corpo- 
ration. 

333 shares of capital stock to W. F. White 
for the sum of $250.00 cash; 


333 shares of capital stock to W. H. Hanson 
for the sum of $200.00 cash. 


Thus, through the issue of the 1,000 


shares of stock, applicant will receive 
in cash the sum of $500 which it pro- 
poses to use, along with the $500 re- 
ceived through the issue of the one 
year note, for the following purposes: 


For part payment of the herein-re- 
ferred to 1936 Ford truck, being 
purchased on a conditional sales 
contract 

For purchase of office equipment, car- 
loading gear, and 1931 Ford truck 

For maintaining service of carloading 
pending collecting of charges for 
service 


$242.85 
300.00 


$1,000.00 

It has not been the general policy 
of the Commission to authorize the 
issue of stock without nominal or par 
value at such a low price per share as 
appears in this proceeding. Further- 
more, in our opinion, the Commission 
cannot authorize the issue of stock in 
payment for services to be rendered by 
the company’s general manager as here 
proposed. 

We believe applicant’s no-par stock 
should be issued on a basis of $25 a 
share. The order herein will authorize 
applicant to issue 20 shares of stock. 
The shares may be divided amongst 
applicant’s organizers as they deem 
appropriate. 





CALIFORNIA RAILROAD COMMISSION 


Re Interurban Electric Railway Company 


[Decision No. 32779. Application Nos. 23167, 23168.] 


Service, § 256 — Discontinuance — Interurban passenger trains. 
Interurban electric railways should be permitted to curtail service, by a 
revision of passenger train schedules, where it appears that the use thereof, 
particularly during the daytime off-peak period, does not in any way justify 
the existing frequency, and it further appears that the losses incurred by 


such carriers should be minimized. 


[February 6, 1940.] 
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t  aiemenereee by interurban electric railways for approval of 
revised operating schedules; granted. 


APPEARANCES: E. J. Foulds, for 
applicant Interurban Electric Railway 
Company; Donahue, Richards & 
Hamlin, by Frank S. Richards, for 
applicant Key System; Chester C. 
Fisk, Acting City Manager, and Fred 
Hutchinson, City Attorney, by John 
D. Phillips, Assistant City Attorney, 
for the city of Berkeley; F. B. Fern- 
hoff, City Attorney, and Walter W. 
Cooper, for the city of Oakland; O. 
C. Yenne, Mayor, and Joseph J. 
Young, City Attorney, for the city of 
Albany; Charles W. Schwanenberg, 
City Manager, and H. Albert George, 
City Attorney, for city of Alameda; 
Harry See and G. F. Irvine, for 
Brotherhood of Railroad Trainmen 
and Brotherhood of Locomotive Fire- 
men and Enginemen, in Application 
No. 23167; Keyes and Erskine and 
W. P. Murphy and Frank Durkee, by 
Herbert W. Erskine and Leslie E. 
Roos, for California Toll Bridge Au- 
thority; Walter Luihn, for the Oak- 
land Real Estate Board; G. N. Rich- 
ardson, City Attorney, for city of 
Piedmont; Francis C. Starr, for East 
Bay Service and Improvement Clubs; 
George J. Lacoste, City Attorney, for 
town of Emeryville; John J. O’Toole, 
City Attorney, and Dion R. Holm, by 
N. Randall Ellis, for the city and coun- 
ty of San Francisco; Charles W. 
Brock, for Thousand Oaks Improve- 
ment Association; C. C. Boynton, in 
propria persona. 


DeEvLIN and WAKEFIELD, Commis- 
sioners: In Application No. 23167 
the Interurban Electric Railway Com- 
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pany asks permission to revise its pas- 
senger train schedules between San 
Francisco and the East Bay cities via 
the San Francisco-Oakland Bay 
bridge; and in Application No. 23168 
the Key System requests similar au- 
thority. 

Public hearings were held in these 
matters on December 13 and 20, 1939, 
at which time the matters were con- 
solidated for hearing and determina- 
tion. 

The two carriers involved herein 
furnish interurban electric passenger 
train service between San Francisco 
and the various communities in Ala- 
meda county on the east side of the 
San Francisco bay. Each operates in- 
dependently of the other, although 
both operate through the same termi- 
nal in San Francisco and occupy joint- 
ly the Bridge Railway between San 
Francisco and connections with their 
various interurban systems in the East 
bay. 

Interurban Electric Railway Com- 
pany operates all of its lines, except 
those to and from Alameda, on a head- 
way of twenty minutes during the 
daytime on each week day, and on a 
40-minute headway during the night, 
Sundays, and Holidays. The service 
on the two lines of this company to 
Alameda are on a daytime headway 
of forty minutes, except during peak 
hours, when the headway is approxi- 
mately twenty minutes. During 
nights, Sundays, and Holidays these 
lines operated on an hourly headway. 

All the lines of the Key System are 
on a 20-minute headway during the 
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daytime and a 40-minute headway at 
nights, Sundays, and Holidays. 

It is the proposal of both these com- 
panies to lengthen the headways on all 
the lines in the daytime to thirty min- 
utes and forty-five minutes, and at 
nights, Sundays, and Holidays to for- 
ty-five minutes. One exception is that 
Key System proposes one-hour head- 
ways at night, Sundays, and Holidays 
on its Sacramento street line. The head- 
ways on the lines to Alameda, how- 
ever, are proposed to be changed from 
forty minutes to sixty minutes in the 
daytime, and from sixty minutes to 
seventy-five minutes at night. 

The following is a tabulation show- 
ing the lines and proposed headways: 


Line 
Interurban Electric Railway Co. 
Shattuck Avenue 
Ninth Street 
7th Street, Oakland 
Lincoln Avenue, Alameda . 
Encinal Avenue, Alameda 


Key System 
12th Street 
22nd Street 
Piedmont 
Claremont 
Alcatraz Avenue 
Sacramento Street 


* Approximate. 


These changes, however, do not de- 
crease the service during the hours of 
peak travel! westbound in the morn- 
ing and eastbound in the evening. 
The same or more frequent schedules 
will be provided during these peak 
hour movements. 

Witnesses for both applicants pre- 
sented testimony to show that travel 
during the daytime and night off-peak 
hours did not justify the continued op- 


1In a.m. westbound from about 7:30 to 9. 
In P.M. eastbound from about 4:30 to 6. 


eration of trains on 20- and 40-minute 
headways, respectively, and that suf- 
ficient service would be provided to 
take care of their patrons by the sched- 
ules proposed. 

Both carriers showed that under 
their present operations their com- 
bined losses amount to over $1,000,- 
000 per year, and through these re- 
duced schedules a saving of about 
$350,000 per year could be effected. 
It is their contention that this reduc- 
tion in the losses by curtailed service 
will not seriously impair the conven- 
ience and necessity of their patrons. 

The various communities of the 
East bay showed that the present 
schedules had been in effect for many 
Nights, Sundays, and 

Holiday Headways 


Present Proposed 
(Minutes) 


40 
40 
40 
60 
60 


Daytime Headways 
Present Proposed 
(Minutes) 


years and they believed that any re- 
duction of the schedules would have 
a detrimental effect upon these cities 
and tend to reduce property values. 
It was urged that the Commission 
should make a comprehensive survey 
of transportation needs of the East 
bay area before any changes in sched- 
ules should be authorized. 

It is quite clear from the record 
that the amount of use made of these 
services, particularly during the day- 
time off-peak period, does not in any 
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way justify the existing frequency, 
and it further appears that the losses 
incurred by these carriers should be 
minimized. 

The headways proposed vary with 
different lines, as shown in the table 
above. A headway of thirty minutes 
is proposed for the heavier lines and 
forty-five minutes for the lighter lines. 
Unquestionably the 45-minute head- 
way on the lighter lines will provide 
sufficient service to care for the traf- 
fic, but on the other hand travel un- 
doubtedly will decrease to some extent 
due to the lengthened headway. It 
is therefore believed that a reduction 
in income will result. 

Certain schedules on the Alameda 
lines of Interurban Electric Railway 
Company appear to need slight modi- 
fication to meet the needs of the pa- 
trons. The carrier is agreeable to 
make these changes. 

After a review of the entire record 
in this proceeding it is concluded that 
applicants should be allowed to modi- 
fy their time schedules substantially 
as prayed for in order to minimize 
their losses and still provide sufficient 
transportation to meet public conven- 
ience and necessity. 

Any changes made in the schedules 
at this time will be of a temporary na- 
ture only, as the Commission has or- 
dered a complete investigation of the 
operations and service of these two 
carriers. It is to be understood, how- 
ever, that if traffic demands require 
additional service prior to the comple- 


tion of the survey, the Commission 
will require these changes to be made 
immediately. 

The following form of order is rec- 
ommended : 


ORDER 


Public hearings having been held 
and the matters having been duly sub- 
mitted, 

It is hereby ordered that 

I. Interurban Electric Railway 
Company is hereby authorized to 
place in effect, on not less than ten 
days’ notice to the Commission and 
the public, a revised time schedule of 
its electric passenger trains operating 
between San Francisco and the East 
bay cities in Alameda county substan- 
tially in accordance with the time 
schedule attached to and made a part 
of Application No. 23167. 

II. Key System is hereby author- 
ized to place in effect, on not less than 
ten days’ notice to the Commission 
and the public, a revised time schedule 
of its electric passenger trains between 
San Francisco and the East bay cities 
of Alameda county, substantially in 
accordance with the time schedules at- 
tached to and made a part of Applica- 
tion No. 23168. 

The foregoing opinion and order are 
hereby approved and ordered filed as 
the opinion and order of the Railroad 
Commission of the state of California. 

The effective date of this order shall 
be twenty days from the date hereof. 
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RE ASSOCIATED TELEPHONE CO., LTD. 


CALIFORNIA RAILROAD COMMISSION 


Re Associated Telephone Company, 
Limited 


[Decision No. 32682, Application No. 23159.] 


Security issues, § 115 — Financing costs — Commissions to underwriters. 


1. A telephone company, authorized to issue and sell preferred stock for 
the purpose of reimbursing its treasury for expenditures for additions and 
betterments, to be sold at a net price of not less than $24 per share, was 
restricted to a payment of not more than $1 per share as commissions to 


underwriters, p. 36. 


Accounting, § 21 


Financing costs — Excessive commissions. 


2. Amounts paid as commissions to underwriters in excess of the amount 
approved by the Commission must be charged to surplus, p. 36. 


[December 27, 1939.] 


eS for authority to issue securities for purpose of 


reimbursing telephone company’s treasury for expenditures 
previously made for plant additions and betterments; granted. 


APPEARANCES: O’Melveney & 
Myers, by Harry L. Dunn and 
Graham L. Sterling, Jr., for appli- 
cant; Ernest Irwin, for applicant. 


By the Commission: Associated 
Telephone Company, Ltd., asks per- 
mission to issue and sell at a price to 
net applicant not less than $23.50 per 
share, 35,000 shares of its cumulative 
preferred stock, $1.25 series, without 
nominal or par value, for the purpose 
of reimbursing its treasury and ob- 
taining funds to pay indebtedness, and 
to pay the cost of additions and better- 
ments to its properties. 

Associated Telephone Company, 
Ltd., is a corporation, duly organized 
[3] 


and existing under and by virtue of the 
laws of California. It owns and op- 
erates telephone systems in several 
cities and towns and territories con- 
tiguous thereto in the counties of Los 
Angeles, Orange, Riverside, and San 
Bernardino, all in the state of Califor- 
nia. In Application No. 23160 (42 
Cal RCR 441) applicant asks permis- 
sion to issue 37,000 shares of its com- 
mon stock without nominal or par val- 
ue for the purpose of acquiring the 
oustanding stocks and the properties 
of the Santa Barbara Telephone Com- 
pany. 

Applicant has an authorized stock 
issue of 600,000 shares, all of which 
are without nominal or par value, and 
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which are divided into two classes, sions of its articles of incorporation, 
to wit: 300,000 shares of cumulative redeem the cumulative preferred stock 
preferred stock, $1.25 series, and 300,- at $26.50 per share. The shares of the 
000 shares of common stock. It has cumulative preferred stock are entitled 
presently outstanding 173,000 shares to voting rights on the basis of one 
of its common stock and 143,000 vote per share with the right to vote 
shares of its cumulative preferred cumulatively in electing directors. 

stock, $1.25 series. The company As of November 30, 1939, applicant 
may, at its option, subject to the provi- _ reports assets and liabilities as follows: 


Fixed Capital 

Investments : 
Stocks: of Afiliated Companies ois ccccscecccccese ceeeesaens $274,880.35 
Other Investments 


Total Investments 


Current Assets: 
NEDER csaie-eors scene een cae Nelstesawieiteae meee whee 8 VS RCTURSE NS 325,865.89 
Special Deposits 574.00 
Working Funds 73,039.25 
Due from Customers & Agents 444,581.80 
Accounts Receivable 13,860.44 
Materials & Supplies 493,186.60 


Total Current Assets 


Intercompany Items: 
Accounts Receivable $164.06 


Total Intercompany Items ....cseccscccccccscccccccccesccccccecccs ° 


Deferred Debit Items: 
Prepaid Rents ..... Siaerere Sara de oa abate Rane NEw CE WEIO SOUTER 1,969.96 
Prepaid Taxes 241,715.78 
Prepaid Insurance 
Prepaid Directory Expenses 
RO ENaRS TIRE EIOIIES 6.5 S556. c- 0 Siewints wlbtenswareGisinyeiois esi Vie ost SOON 
Capital Stock Expense 
Discount on Funded Debt 
Extraordinary Maintenance & Retirements 


Total Deferred Debit Items 


DOA ASSES: adie ceteeseesewaewees 
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$20,283,365.49 


275,472.55 


1,351,107.98 
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LIABILITIES 


Capital Stock: 
Common . 
Preferred 


Total Capital Stock 


Funded Debt 
Total Funded Debt 


Current Liabilities : 
Accounts Payable. 
Customers’ Deposits 


Advance Billings & Payments ........... 


Other Current Liabilities 


Total Current Liabilities 


Intercompany Items: 
Accounts Payable 


Total Intercompany Items 


Accrued Liabilities Not Due: 
Taxes Accrued 
Unmatured Dividends Accrued 
Other Accrued Liabilities Not Due 


Total Accrued Liabilities Not Due 


Deferred Credits and Reserves: 
Depreciation Reserve 
Amortization Reserve 
Other Deferred Credits 


Total Deferred Credits and Reserves 0 oskkc cskcieidecccsccctcuccucaes 


Donations 


Surplus : 


SAENOR  SUBEINIB Sei sidaisee sess ac cin'eededs 


Total Surplus 
Total Liabilities 


The funded debt appearing in the 
foregoing balance sheet consists of 
$10,300,000 of 4 per cent first mort- 
gage bonds. These bonds have been 
called for redemption on January 1, 
1940. On December 1, 1939, the com- 
pany issued and sold $10,300,000 face 
value of first mortgage, series “A,” 34 
per cent bonds, due December 1, 1969, 
for the purpose of redeeming said 4 
per cent bonds. 

In Exhibit No. 3, applicant reports 
that it has expended for additions and 
betterments the sum of $1,889,291.27, 
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$4,257,075.00 
3,295,358.00 


$7,552,433.00 
10,300,000.00 


354,114.08 
9,339.05 
126,862.28 
4,405.48 


494,720.89 


13,780.02 


319,812.34 
144,645.83 
2,181.61 


466,639.78 
3,567,980.52 
966.87 
3,984.12 
3,572,931.5i 
483,932.41 


351,961.04 


351,961.04 
$23,236,398.65 


which it did not obtain from the issue 
of stocks or bonds. This sum repre- 
sents depreciation reserve moneys, cur- 
rent and accrued liabilities, and surplus 
earnings invested in applicant’s prop- 
erties. While it asks permission to is- 
sue the stock to reimburse its treasury, 
the testimony shows that the stock 
proceeds will actually be used to pay 
indebtedness incurred for construction 
purposes and to pay in part for addi- 
tions and betterments set forth in ap- 
plicant’s 1940 budget, which is filed in 
this proceeding as Exhibit No. 4. In 
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summary form, said budget shows the 
following expenditures : 


Plant Item 


Right of Way 

Land 

Buildings 

Central Office Equipment 
Station Equipment 
Outside Plant 

General Equipment 


It is estimated that $186,600 of the 
above construction work will not be 
completed until 1941. 

As stated, applicant asks permission 
to sell the 35,000 shares of stock at a 
net price of not less than $23.50 per 
share, after paying’ $1.25 per share 
commission to the underwriters, who 
are Bonbright & Company, Incorpo- 
rated; Paine, Webber & Co.; and Mit- 
chum, Tully & Co. 


[1,2] After reviewing the record in 
this proceeding, we have concluded that 


Plant 


Gross a 
Displaced 


Construction 
$9,000 
24,000 
77,360 

471,850 
1,374,000 
834,280 
71,000 


$2,861,490 


Net 
Additions 
$9,000 
24,000 
56,060 
425,250 
391,650 
376,850 
33,000 


$1,315,810 


applicant should sell said stock at a net 
price of not less than $24 per share, 
and that of the proceeds realized from 
the sale of said stock not more than $1 
per share may be paid as commissions 
to the underwriters. If applicant pays 
to the underwriters more than $1 per 
share commission, it must charge the | 
difference between the amount it pays 
to said underwriters and the said $1 
per share of stock sold to surplus. 


$1,545,680 





NEW YORK SUPREME COURT, APPELLATE DIVISION, 
THIRD DEPARTMENT 


Rochester Gas & Electric Corporation 


Nillo R. Male ee ak 


(258 App Div 682, 18 NY Supp (2d) 630.) 


Accounting, § 4 — Powers and duties of Commission — Transfer from capital. 


An order of the Commission denying a petition for endorsement of Com- 
mission consent and approval, pursuant to Stock Corporation Law, § 38, 
on a certificate to be filed under Stock Corporation Law, § 36, reducing 
corporate capital to eliminate an amount previously transferred thereto, 1s 
not arbitrary and capricious and does not encroach upon the rights of the 
corporation, when the amount of such reduction is to be transferred to 4 
contingency reserve account, where all the common stock is owned by 
foreign holding company not subject to the control of the Commissio! 
and the surplus liberated by the proposed transfer might be used for divi 
dends. 
[March 6, 1940.] 
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ROCHESTER GAS & ELECTRIC CORP. v. MALTBIE 


|. ene by Commission from Supreme Court order annulling 
a Commission order which denied approval of a certificate 
reducing corporate capital; reversed. 


APPEARANCES: Gay H. Brown, 
Counsel to Public Service Commission 
of the state of New York (Sherman 
C. Ward and Porter L. Merriman of 
counsel), for the appellants ; Goodwin, 
Nixon, Hargrave, Middleton & Dev- 
ans (T. Carl Nixon of counsel), for 
the petitioner-respondent. 


Hitt, P.J.: Rochester Gas and 
Electric Corporation, respondent, on 
November 30, 1938, presented its pe- 
tition to the appellant, the Public Serv- 
ice Commission, asking consent and 
approval under the Stock Corporation 
Law (§ 38) to the filing of a certifi- 
cate reducing by $3,000,000 its capi- 
tal, allocated on its books to common 
stock, which amount was to be trans- 
ferred on the books of the company 
to an account to be designated “Con- 
tingency Reserve.” The petition was 
denied by the Commission, which ap- 
peals from an order of the Albany 
special term annulling that determina- 
tion, 

As of the date of the petition pre- 
sented to the Commission, in addition 
to 775,914 shares of common stock 
outstanding of the stated value of 
$14,383,208, respondent had issued 
nearly $24,000,000 par value of pre- 
ferred stock; also there was a funded 
debt in excess of $37,000,000. The 
petition which initiated this review un- 
der Art. 78 of the Civil Practice Act 
contains the history of the several 
lasses of stock, particularly the com- 
mon. In 1925 there were outstanding 
72,482 shares of common stock, each 


of the par value of $100. During that 
year, ten shares for one were issued, 
and in 1929 this was increased by 
51,094 new shares, the total of its stat- 
ed value on the books being $8,883,- 
208. As of December 31, 1930, by 
resolution of the directors, $5,500,000 
was transferred from two surplus ac- 
counts to capital applicable to common 
stock, making the aggregate stated val- 
ue $14,383,208. The Commission 
was asked to approve the transfer from 
the capital account to the contingency 
account of $3,000,000, being a part of 
the $5,500,000 last mentioned. The 
statutory authority for this transfer is 
found in § 36 of the Stock Corpora- 
tion Law which provides: “A stock 
corporation may effect one or more of 
the following purposes: 

“(G) To reduce its capital so as to 
eliminate therefrom any or all of the 
amount thereof previously transferred 
thereto by resolution of the direc- 
tors ; m 

It appears from respondent’s peti- 
tion and exhibits that the amount of 
the reduction is “to be transferred up- 
on the books and records of the corpo- 
ration to a reserve to be designated 
‘contingency reserve’; the reserve so 
created to be used principally for the 
purpose of offsetting any deficiency in 
the corporation’s reserve for deprecia- 
tion which may arise as a result of a 
depreciation study which is now in 
progress by the corporation,” and in 
the application made to the Commis- 
sion for a rehearing, “that no portion 
of the amount of said capital reduction 
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(all of which is to be transferred to 
said contingency reserve) will be used 
directly or indirectly for any purpose 
other than adjusting the depreciation 
reserve, without the consent and ap- 
proval of the Commission.” 

Section 38 of the Stock Corporation 
Law provides: “The following pro- 
visions shall be applicable to a certifi- 
cate under § 36. 

“(1) A corporation subject to the 
provisions of the Public Service Law 
shall not file such a certificate, nor shall 
the secretary of state accept or file 
such a certificate, unless it shall have 
endorsed thereon the consent and ap- 
proval of the Commission having ju- 
risdiction of such corporation.” 

It is the position of the respondent, 
and the court below determined, that 
such a consent and approval was “at 
most a merely formal matter” and that 
if the certificate was regular in form 
indicating a proper resolution by the 
board of directors and compliance 
with all statutory requirements, the 
approval by the Commission was per- 
functory. 

The legislature has delegated pow- 
ers and duties to the Public Service 
Commission in connection with the 
capital accounts of utility corporations, 
and the stocks and securities issued 
and sold. (Public Service Law, § 69.) 
The scope of the power given by the 
section as it earlier read was discussed 
in People ex rel. Delaware & H. Co. v. 
Stevens (1909) 197 NY 1, 10, 90 NE 
60. ‘We do not think the legislation 
alluded to was designed to make the 
Commissioners the financial manag- 
ers of the corporation or that it em- 
powered them to substitute their judg- 
ment for that of the board of direc- 
tors or stockholders of the corpora- 
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tion as to the wisdom of a transaction, 
but that it was designed to make the 
Commissioners the guardians of the 
public by enabling them to prevent the 
issue of stock and bonds for others 
than the statutory purposes.” All of 
the common stock of respondent is 
owned by a holding company. Much 
of the preferred stock and many of 
the bonds have been sold to the public, 
It was suggested on behalf of the Com- 
mission upon the argument that even, 
though the present officers have stat- 
ed that the surplus liberated by this 
proposed transfer would not be used 
for dividends, this representation 
might not be followed by new officers 
who could be elected at any time, as 
all the voting stock of the corporation 
is owned by a holding company organ- 
ized under the laws of Delaware and 
not subject to the control of the Com- 
mission. 

The Commission has heretofore ap- 
proved the issuance for sale to the pub- 
lic of the bonds and preferred stock of 
this corporation. The liens and rights 
of the owners of these securities in the 
fixed capital are prior to those of the 
owners of the common stock, and 
would be adversely affected if a por- 
tion of the assets of the corporation 
now a part of fixed capital was dis- 
tributed as dividends to common stock- 
holders. The approval by the Com- 
mission of the issuance of these bonds 
and stocks would have little meaning 
if thereafter the assets they liened or 
represented could be diverted to other 
classes of securities. Portions of § 38 
of the Stock Corporation Law were 
enacted for the protection of those 
who had invested in or were creditors 
of certain governmentally controlled 
private corporations. Subdivision (1), 





ction, 
ce the 
f the 
nt the 
others 
All of 
ent is 
Much 
ny of 
ublic, 
Com- 
even, 
2 stat- 
y this 
e used 
tation 
yfficers 
me, as 
ration 
organ- 
re and 
 Com- 


ore ap- 
1e pub- 
ock of 
rights 
: in the 
of the 
k, and 
a por- 
oration 
as dis- 
1 stock- 
» Com- 
> bonds 
leaning 
ned or 
o other 
of § 38 
w were 
F those 
reditors 
ntrolled 
on (1), 


ROCHESTER GAS & ELECTRIC CORP. v. MALTBIE 


earlier quoted, was enacted for the 
protection of investors in utility secu- 
tities; subdivision (2) for the bene- 
fit of depositors, policyholders, and 
stockholders of moneyed corporations, 
for thereunder a certificate reducing 
the capital stock of a banking corpo- 
ration may be filed only when approved 
by the superintendent of banks, and 
of an insurance corporation when ap- 
proved by the superintendent of insur- 
ance. Approval thereunder should be 
given or withheld by the named pub- 
lic officials after a determination as to 
the rights of interested parties. That 


determination is quasi judicial and 
subject to review under Art. 78 of the 
Civil Practice Act. 

The order annulling the determina- 
tion of the Commission should be re- 
versed and the petition dismissed, up- 
on the ground that the order of the 
Commission was not arbitrary or ca- 
pricious, and did not encroach upon 
the rights of the respondent. 


Order reversed on the law and facts, 
with $10 costs and disbursements. 


Crapser, Heffernan, Schenck, and 
Foster, JJ., concur. 





FEDERAL POWER COMMISSION 


Re Twin State Gas & Electric Company 


[Opinion No. 44, Docket No. IT-5513.] 


Consolidation, merger, and sale, § 4.4 — Jurisdiction of Federal Commission — 


Absence of vendee. 


1. The Federal Power Commission has jurisdiction over an application for 
approval of the sale of interstate electric facilities, filed by the vendor, 
although the vendee or acquiring corporation is not before the Commission, 


p. 40. 


Consolidation, merger, and sale, § 35 — Objections — Escape from Commission 
jurisdiction — Interstate facilities. 


2. Approval of the sale of interstate electric facilities by a corporation sub- 
ject to the jurisdiction of the Federal Power Commission should not be 
disapproved for the reason that the approval might possibly result in 
eventually eliminating the corporation from the regulatory authority and 


control of the Commission, p. 40. 


Consolidation, merger, and sale, § 19 — Grounds for approval or disapproval — 


Public interest. 


3. The question presented on an application to the Federal Power Com- 
mission for approval of the sale of interstate electric facilities is whether 
the matter falls within the scope of the authority conferred upon the 
Commission and whether approval of the proposed transaction is consistent 


with the public interest, p. 40. 


[March 12, 1940.] 
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| gormmnruge by interstate electric company for approval of 
the sale of certain facilities; granted. 


APPEARANCES: Everett H. Max- 
cy, Attorney, for the applicant; David 
W. Robinson, Jr., General Counsel, 
Richard J. Connor, Assistant General 
Counsel, George E. Levings, Attor- 
ney, for the Commission. 


By the Commission: The above- 
named company is before the Commis- 
sion requesting approval, pursuant to 
§ 203 of the Federal Power Act (16 
USCA, § 824b), of the sale to the 
New York Power and Light Corpo- 
ration of certain of its facilities ad- 
mittedly interstate in character and 
alleged to be of a value in excess of 
$50,000. As a part of the proposed 
transaction applicant plans to dis- 


mantle approximately 2.32 miles of 
transmission line presently used as an 
integral part of its facilities over which 
electric energy moves in interstate 
commerce between Bennington, Ver- 
mont, and Hoosick Falls. New York. 


[1] The acquiring or vendee cor- 
poration is not before us. From an 
examination of the provisions of 
§§ 203 and 318 of the Federal Pow- 
er Act and § 9 of the Public Utility 
Holding Company Act of 1935 (15 
USCA, § 791), the absence of the 
vendee in the instant proceeding, un- 
der the circumstances here obtaining, 
does not render this Commission with- 
out jurisdiction to entertain and act 
upon the request of the applicant. It 
appears that the purchase of the fa- 
cilities here involved (as distinguished 
from the sale thereof by applicant) 
may be a merger or consolidation of 
facilities of the New York Power and 
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Light Corporation subject to the ju- 
risdiction of this Commission, with 
electric operating facilities of appli- 
cant within the meaning of § 203 of 
the Federal Power Act, supra. How- 
ever, the record discloses that the pro- 
posed acquisition has not been express- 
ly authorized by the New York Public 
Service Commission. Therefore, such 
purchase would appear to be the act of 
acquiring facilities by a public utility 
company which is a subsidiary of a 
registered holding company and, as 
such, it (the acquisition) is without 
the immediate authority of this Com- 
mission. 


[2,3] The argument has been ad- 
vanced that the pending application 
should be denied for the reason that 
the approval thereof may possibly re- 
sult in eventually eliminating the ap- 
plicant from the regulatory authority 
and control of this Commission. The 
infirmity of such contention is quite 
patent. The fact that the sale and dis- 
position of facilities, as here proposed, 
may be a step in the direction that 
eventually results in the vendor com- 
pany obtaining a status other than that 
of a public utility within the jurisdic- 
tion of this Commission cannot be 
said to afford a sufficient basis for 
withholding our approval. Indeed, we 
have no hesitancy in asserting that 
where the valid exercise of our at- 
thority may curtail or diminish the 
possibility of application of that same 
authority, such circumstance will not 
deter us from discharging our duty. 
The question here presented is wheth- 
er the matter before us falls within the 
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RE TWIN STATE GAS & ELECTRIC CO. 


scope of the authority conferred upon 
us and will the approval of the pro- 
posed transaction be consistent with 
the public interest. 

The record indicates that the pro- 
spective vendee contemplates the con- 
struction of a 33-kilovolt transmission 
line and substation facilities from its 
own integrated system to the Hoo- 
sick Falls area some time in the rea- 
sonably immediate future. This would 
appear to assure the rendition of ade- 
quate service to consumers in the 
Hoosick Falls area, thus eliminating 
the outages presently being suffered as 
aresult of the use of the existing fa- 
cilities which the record discloses are 
inefficient and inadequate. It would 


appear, therefore, that the approval of 
the proposed sale, which contemplates 
the dismantling of a part of applicant’s 
facilities, would be consistent with the 


public interest upon the construction 
of a double circuit, 33-kilovolt trans- 
mission line and adequate substation 
facilities and interconnection thereof 
of such line for the rendition of future 
service in the Hoosick Falls area. 
However, in the interim, the applicant 
should maintain its transmission fa- 
cilities from Bennington, Vermont, to 
Hoosick Falls, New York, and contin- 
we to supply electric service thereover 
to its Hoosick Falls division until the 
new facilities capable of furnishing the 
service requirements of that area are 
available, 

The record discloses that the con- 
tract of sale between applicant and the 
New York Power and Light Corpora- 
tion, dated March 25, 1938, as 
amended June 24, 1939, has ex- 
pired and became ineffective as of 
November 1, 1939, by operation of 
its terms. It follows, therefore, 


41 


that the approval of the sale of the 
facilities as herein proposed should 
be made dependent on the further con- 
dition that the contract be revived on 
the same terms and conditions as con- 
tained therein except that the expira- 
tion date be extended to a reasonable 
time in the future for consummation 
of the transaction. 

We conclude, therefore, that the 
proposed sale, conditioned as herein- 
above indicated, will be consistent with 
the public interest. Specific findings 
and an order of the Commission in ac- 
cordance herewith will be entered: 


FINDINGS AND ORDER 


Upon application filed April 27, 
1938, as supplemented, including ex- 
hibits thereto, by the Twin State Gas 
and Electric Company (hereinafter re- 
ferred to as the applicant), a Connecti- 
cut corporation authorized to transact 
business in the states of Vermont, 
New Hampshire, and New York, hav- 
ing its principal office at Rutland, Ver- 
mont, for an order, pursuant to § 203 
of the Federal Power Act (16 USCA, 
§ 824b), granting authorization for 
and approval of the proposed sale of 
its electric facilities located within the 
state of New York (except certain 
facilities therein proposed to be dis- 
mantled) to New York Power and 
Light Corporation, under and in ac- 
cordance with the provisions of a cer- 
tain contract entered into between the 
applicant and New York Power and 
Light Corporation, dated March 25, 
1938, as amended June 24, 1939. 

Upon consideration of the said ap- 
plication, as supplemented, exhibits 
thereto, evidence adduced of record, 
and the briefs filed in this proceeding, 
the Commission, having on this date 
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made and entered its memorandum ties proposed herein, without the ju- 
opinion in this matter, which opinion _risdiction of the Federal Power Com. 
is hereby referred to and made a part mission by virtue of the Public Util. 
hereof, finds that: ity Holding Company Act of 1935 and 

(1) Applicant is a corporation or- § 318 of the Federal Power Act, such 
ganized and existing under and by proposed acquisition not having been 
virtue of the laws of the state of Con- approved by the state Commission of 
necticut ; New York state, having jurisdiction; 

(7) The contract between appli- 
cant and New York Power and Light 
Corporation, dated March 25, 1938, 
as amended June 24, 1939, became void 
and of no effect November 1, 1939, by 


(2) Applicant owns and operates 
facilities for the transmission of elec- 
tric energy in interstate commerce 
and for the sale at wholesale of electric 
energy in interstate commerce and is ‘ 
therefore a public utility within the °P¢tation of the terms thereof; 
meaning of that term as defined in (8) As of May 31, 1939, the sale 


the Federal Power Act: price of all of the facilities proposed 
; to be sold, including facilities not with- 


in the jurisdiction of this Commission, 
was $632,697.24, made up of fixed | 
capital items in the amount of $610,- 
128.85, and current quick assets in the 


(3) That applicant proposed to 
dispose of by sale all of its electric 
facilities located within the state of 
New York, except certain facilities 


. T r 
proposed to be dismantled, to New amount of $22,568.39: 


York Power and Light Corporation, 
which facilities proposed to be sold, 
however, do not constitute all of the 
applicant’s facilities subject to the ju- 
risdiction of the Commission ; 


(9) As of May 31, 1939, the book 
cost of such fixed capital items was | 
$636,406.73 before deduction for de- 
preciation ; and after the deduction of 


the book reserve for depreciation 


(4) Included in the facilities pro- ($88,146.64) such cost was $548, 
posed to be sold are facilities subject 260.09 : 


to the jurisdiction of this Commission (10) The construction of a double 
of * value a of $50,000, the circuit 33-kilovolt transmission line 
disposition of which said facilities are 34g adequate substation facilities by 
subject to the requirements of § 203 New York Power and Light Corpo- 
of the act and the Rules of Practice ration and interconnection by means 
and Regulations of this Commission; thereof of the facilities proposed to 
(5) New York Power and Light be sold with the integrated electric sys- 
Corporation is a corporation organ- tem of New York Power and Light 
ized and existing under and by virtue Corporation would result in an im- 
of the laws of the state of New York; provement of service to the consumers 
(6) New York Power and Light now being served by the facilities pro- 
Corporation is a subsidiary of a regis- posed to be sold; 
tered holding company as defined in (11) The sale by applicant to New 
the Public Utility Holding Company York Power and Light Corporation 
Act of 1935, and, as such, is, with of the facilities described in the appli- 
respect to the acquisition of the facili- cation, which are subject to the juris- 
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diction of this Commission, is consist- 
ent with the public interest provided, 
however, that New York Power and 
Light Corporation interconnect said 
facilities with its own integrated sys- 
tem by means of a double circuit 33- 
kilovolt transmission line as herein- 
after provided ; 

The Commission orders that: 

(A) The proposed sale of electric 
facilities under the terms and condi- 
tions set forth in said application, as 
supplemented, be and the same is au- 
thorized and approved in so far as it 
includes facilities subject to the provi- 
sions of § 203 of the Federal Power 
Act subject, however, to the following 
conditions : 

(i) That the applicant and New 
York Power and Light Corporation 
revive the contract between them dat- 
ed March 25, 1938, as amended June 
24, 1939, on the same terms and con- 
ditions as contained therein, except 
that the expiration date be extended to 
a date ninety days from the date of 
this order ; 

(ii) That the applicant maintain 
its transmission line from Bennington, 
Vermont, to Hoosick Falls, New 


York, and continue to supply electric 
service thereover to its Hoosick Falls 
division until such time as New York 
Power and Light Corporation has con- 
structed a double circuit 33-kilovolt 
transmission line and substation facili- 
ties from its own integrated system to 
the Hoosick Falls division and has in- 
terconnected said system therewith; 

(B) The foregoing authorization 
and approval is without prejudice to 
the authority of this Commission or 
any regulatory body with respect to 
rates, valuations, costs, services, ac- 
counts, or any other matter what- 
soever which may come before this 
Commission or other regulatory 
body; and nothing in this order 
shall be construed as an acquies- 
cence by this Commission in any esti- 
mate or determination of cost or any 
valuation of property claimed by the 
applicant or the purchasers ; 

(C) This authorization shall expire 
unless acted upon within ninety days 
after the date hereof; 

(D) The applicant shall file a re- 
port as required by § 33.8 of the Com- 
mission’s Rules of Practice and Regu- 
lations. 





SECURITIES AND EXCHANGE COMMISSION 


Re Philadelphia Company 


[File No. 43-271, Release No. 1905.] 


Corporations, § 18 — Distribution of voting power — Necessity of decision on — 


Capital changes. 


1. Decision on the question whether capital changes, pursuant to a declara- 
tion under § 6(a) (2) of the Holding Company Act, 15 USCA, § 79f, 
would result in an unfair or inequitable distribution of voting power was 
found to be unnecessary because of restrictions placed on the common stock- 
holders tending to protect the interest of the senior security holders, p. 54. 
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Corporations, § 19.1 — Changes in capital — Approval of stockholders. 
2. Approval of a declaration for capital changes, pursuant to § 6(a) (2) 
of the Holding Company Act, 15 USCA, § 79f, was made conditional 
upon the declarant transmitting to stockholders copies of the Commission’s 
findings or of approved references thereto at the time of any solicitation 
of proxies or assents with regard to the transactions covered by the declara- 
tion, where the transaction was to be submitted for the approval of pre- 
ferred stockholders, p. 57. 

Accounting, § 21 — Capital stock discount and expense. 
3. Capital stock discount and expense have no place in the balance sheet 
of a company emerging from an accounting reorganization or a formal 
reorganization, p. 57. 

Accounting, § 7.6 — Reserve for revaluation of assets — Restrictions. 
4. A reserve for revaluation of assets, created because of doubtful value of 
an investment in transportation companies, was required to be made un- 
available for any purpose other than losses in and write-downs of invest- 
ments in rails, p. 58. 

Accounting, § 8 — Capital surplus — Result of capital changes — Restrictions. 
5. Capital surplus arising from proposed transactions and subsequent trans- 
actions, pursuant to a declaration under § 6(a) (2) of the Holding Company 
Act, 15 USCA, § 79f, was restricted so as to be available only for the pur- 
poses specified in the declaration, or for such other purposes as might be 
authorized by the Commission, p. 58. 

(Matuews and HEAty, Commissioners, concur in separate opinions.) 


[January 30, 1940.] 
ease pursuant to § 6(a) (2) of the Holding Com- 
pany Act, supra, covering reduction of stated capital, crea- 
tion of reserve for revaluation of assets, and changes in voting 
rights of preferred stock; approval granted subject to conditions. 
¥ 
APPEARANCES: Carl S. Stern and 
David K. Kadane of the Public Utili- 


ties Division of the Commission; 


declaration pursuant to § 6 (a) (2) 
of the Public Utility Holding Com- 
pany Act of 1935, 15 USCA, § 79f. 


Reed, Smith, Shaw & McClay, by H. 
FE. Hackney and John Frazer, for 
Philadelphia Company; A. Louis 
Flynn, J. R. Clerkin, and Abner Gold- 
stone for Philadelphia Company. 


By the Commission: Philadelphia 
Company, a registered holding com- 
pany and a subsidiary of Standard 
Gas and Electric Company, also a reg- 
istered holding company, has filed a 


The declaration covers (1) a reduc- 
tion of the stated capital of declarant 
from $48,008,140 to $34,805,901.50, 
or $13,202,238.50, through the reduc- 
tion in the stated value of its 4,800,814 
shares of common capital stock from 
$10 to $7.25 per share; (2) the crea- 
tion of a reserve for revaluation of as- 
sets by the transfer to said reserve of 
(a) the surplus balance of declarant 
on December 31, 1939,! and (b) the 





1 The surplus of declarant is not segregat- 
ed as between earned and capital surplus: 
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On September 30, 1939, the surplus balance 
was reported to be $13,001,224.12, including 
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paid-in surplus created by the reduc- 
tion of the stated capital (except not 
to exceed $5,000,000 of such paid-in 
surplus), so that the reserve would to- 
tal $23,000,000; (3) certain changes 
in the voting rights of declarant’s pre- 
ferred stock, as set forth later. 


Funded Debt 
5% secured bonds, due December 1, 1967 . 


Preferred Stock 
5% Non-Cumulative, $10 par, 1,585 shares 
6% Cumulative, $50 par, 491,140 shares 


CIEE cc ccadepae eeceaws réwcviesaaviades Maudus 


Capitalization 


The capitalization and surplus of 
declarant at September 30, 1939, on 
both an actual and a pro forma basis 
are summarized below (as reported by 
declarant) : 

Capitalization and Surplus Sept. 30, 1939 


Actual Pro Forma 
Amount % Amount % 


$60,000,000 37.24 $60,000,000 43.44 
155,000p ~=—.10 155,000 All 


$60,155,000 37.34 $60,155,000 43.55 
$15,850 


$15,850 01 01 
24,557,000 17.78 


$6 Cumulative (value in liquidation $100 a share), 


100,000 shares 


24,557,000 15.24 
10,000,000 7.24 


$5 Cumulative (value in liquidation $100 a share), 


SSGOS BNASES: Siccccceestune's Wiiddarwdacenes ee 


Common Stock and Surplus 


Common stock, no par value, 4,800,349 shares .. 


Common scrip 
Surplus (unsegregated) a 


Surplus invested in common stock reacquired .. 


Capital surplus—paid-in 


Total B 


eeeseerseseeeesesese 


Notes : 

AThe surplus balance of $13,001,224.12 at 
September 30, 1939, is unclassified as between 
capital and earned surplus, and includes un- 
determined amounts originating from revalua- 
tions of property, amounts arising from re- 
valuations of investments, and $1,431,250 des- 
ignated as invested in capital stocks reacquired 
($1, 426,600 in reacquired preferred stock which 
is proposed to be canceled and $4,650 in re- 
acquired common stock. The latter amount 
will be reduced to $3,371.25 as a result of the 
reduction in the stated value of the com- 
mon and the restriction of $1,426,600 will 
be removed when the treasury stock is can- 
celed) 

The consolidated undistributed surplus of 
declarant’s subsidiaries at September 30, 1939, 
is $29,851,511.45 of which $15,043,549.59 repre- 
sents surplus arising from appraisal of prop- 


10,000,000 6.21 
5,386,800 


5,386,800 3.34 
$39,959,650 


$39,959,650 24.80 
$48, 005, a 29.79 ates 
haa 1,551 
13 oi.20 8.07 wena 
Ae 3,371 
3,199,401 c 
$38,006,853 27.52 
$138,121,503 100.00 


represents consolidated 


3.90 


28.93 
25.20 


2.32 


$61,006,853 
oes cccccceeee $161,121,503 


$12,391,475.60 
earned surplus of Duquesne Light Company 


37.86 
100.00 





erty, 


and its subsidiaries, and the balance of 
$2,416,486.26 represents net unsegregated sur- 
plus of other subsidiaries after giving effect 
to consolidation eliminations. 


B The total reduction in capitalization and 
surplus is $23,000,000 which is equal to the 
reserve proposed to be created. 


c This amount will be reduced by $1,451,944.63 
as a result of our conditions requiring declar- 
ant to eliminate stock discount and expense in- 
cluded in a separate caption on the balance 
sheet in the amount of $787,176 and included 
in property, plant, and equipment in the 
amount of $664,768.63. The balance ($1,747,- 
456.26) of capital surplus will not be available 
for dividends. 


p Cash on deposit for payment. 





$1,426,600 invested in preferred stock and 
$4,650 invested in common stock of declarant. 
The $4,650 of surplus invested in common 


stock would not be transferred to the reserve. 
$588.27 of capital surplus will also be created 
by the reduction in stated value of scrip. 
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Preferred Stock 


The 5 per cent noncumulative pre- 
ferred stock and the common stock 
have voting rights for all purposes. 
Except on certain specific matters, the 6 
per cent cumulative preferred stock has 
voting rights only if its dividends are 
in default, and the $6 and $5 cumula- 
tive preference stock only if its divi- 
dends are in default for four quarters. 
The dividend and dissolution rights of 
the $6 and $5 cumulative preference 
stock are equal and ratable with each 
other, and subject to the prior rights 
of the other classes of preferred stock. 

The declaration provides that in the 
event of any default in the payment of 
a preferred stock dividend, the pre- 
ferred stockholders whose dividends 
are in arrears, voting as a class, will 
have the right to elect two directors, 
and that in the event of a default in 
the payment of twelve quarterly divi- 
dends on any class of preferred, the 
preferred stockholders whose divi- 
dends are in default, regardless of the 
extent of default, voting as a class, 
will have the right to elect the small- 
est number necessary to constitute a 
majority of the board of directors. 
The 5 per cent noncumulative stock is 
treated as common stock, for these 
purposes. 


Corporate Structure 


Declarant is a direct subsidiary of 
Standard Gas and Electric Company, 
a registered holding company. The 
relation of declarant to its parents and 
subsidiaries (exclusive of street rail- 
way and bus subsidiaries) is shown on 
the following chart: 
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The Byllesby Corporation 
H. M. Byllesby and Company 
George F. Doriot, Henry E. Treide and 
Walston B. Southwick, voting trustees 
Standard Power and Light Corporation 
Standard Gas and Electric Company 
Philadelphia Company 
Duquesne Light Company 
Allegheny County Steam Heat- 
ing Company 
Harwick Coal and Coke Com- 
pany 
Pittsburgh and West Virginia Gas 
Company 
Equitable Gas Company 
Philadelphia Oil Company 
Finleyville Oil and Gas Company 
Kentucky West Virginia Gas 
Company 
Cheswick and Harmer Railroad 
Company 
Equitable Auto Company 
Equitable Real Estate Company 
Equitable Sales Company 
The Consolidated Gas Company of 
the city of Pittsburgh 


Business of Declarant and Its 
Subsidiaries 


Declarant is both a holding company 
and, because of its ownership of cer- 
tain gas utility assets, a public utility 
company. Its principal investments 
fall within three main groups: 

(1) Declarant owns all the common 
stock of Duquesne Light Company, a 
public utility company serving Pitts- 
burgh, Pennsylvania, and its environs 
with electric power. 

(2) Declarant has a substantial in- 
vestment in the natural gas business. 
It owns 60 per cent of the common 
stock and directly and indirectly one 
of the two classes of preferred stock 
of Kentucky West Virginia Gas Com- 
pany, a natural gas-producing com- 
pany. A wholly owned subsidiary of 
declarant, Pittsburgh and West Vir- 
ginia Gas Company, produces and dis- 
tributes natural gas, buys from Ken- 
tucky West Virginia Gas Company, 
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and delivers substantial amounts to its 
wholly owned subsidiary, Equitable 
Gas Company. Equitable Gas Com- 
pany owns certain gas production and 
distribution properties, and operates 
under lease gas utility assets of declar- 
ant in Pittsburgh.* 

(3) Declarant operates the street 
railway and bus system serving Pitts- 
burgh and vicinity, through its subsid- 
iary, Pittsburgh Railways Company, 
which is in reorganization. The sys- 
tem consists of some 53 companies, 
whose properties are run by the Rail- 
ways Company through leases and op- 
erating agreements. Declarant and 
its subsidiaries have investments in 
almost all of the 53 companies, repre- 
sented by both senior and junior secu- 
rities. | Declarant’s investment is 


sometimes referred to herein as its in- 
vestment in Rails or Railways. 


Earnings of Declarant 


The major source of income to 
declarant is its investment in the com- 
mon stock of Duquesne Light Com- 
pany. Dividends paid to declarant by 
Duquesne have been $8,000,000 or 
more for each year since 1932, with 
the exception of 1938 (following a 
rate reduction in 1937) when divi- 
dends amounted to $7,211,974. Du- 
quesne has paid to declarant substan- 
tially all of Duquesne’s reported in- 
come available for common stock divi- 
dends since 1932. 

In 1938, the poorest of the last four 
years, declarant earned its fixed charg- 
es 2.21 times and the combined fixed 
charges and preferred dividends 1.36 
times. However, in 1939 these figures 
increased to 2.37 times and 1.50 times. 


The Railways 


Declarant’s net investment in Rail- 


SUMMARY OF CorPoRATE INCOME 
1936-1939 


1939 (Tentative) 


Dividends from Duquesne 

Other income 

Expenses (including taxes) 

Corporate gross income 

Income deductions 

Preferred dividends 

Common dividends 

Balance available for surplus 

Times charges (income deductions) earned .. 
Times charges and preferred dividends earned 


Note: 


Interest on funded debt 
Amortization of debt discount and 


$3,000,000 


Guaranteed payment on capital stock 
of Consolidated Gas Company of 


the city of Pittsburgh 69,192 


The rise in “income deductions” by ap- 
proximately $300,000 in each of the years 1938 
and 1939 is primarily attributable to appro- 
priations for payments on street railway obli- 


1938 


$7,211,974 
2,154,108 
1,141,482 
8,224,600 
3,716,050 
2,343,553 2,343,553 
2,400,166 3,840,264 
(235,169) 528,896 
221 2.97 
1.36 1.76 


1937 1936 


$8,611,312 $8,611,312 
2,595,217 2,688,537 
1,082,187 1,054,478 

10,124,342 10,245,371 
3,411,629 


2.37 
1.50 


The principal items comprising “Income deductions” in 1939 were: 


Taxes paid or assumed on interest 
and dividends 

Appropriation to reserve for pay- 
ments on obligations of street 
railway companies guaranteed by 
declarant 


129,600 


gations guaranteed by declarant. The other 
items comprising “Income deductions” re- 
mained substantially the same during the 4- 
year period, 1936 through 1939, 





® Two other companies also serve the city 
of Pittsburgh with natural gas, but direct 


competition exists in only relatively small 
areas. 
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ways is carried on its books at $52,- 
771,504.59. Although only 2 of the 
53 companies which comprise the 
street railway and bus system are in 
bankruptcy and declarant’s investment 
in companies not in bankruptcy is car- 
ried on its books at $36,786,478, 
declarant anticipates that reorganiza- 
tion of Pittsburgh Railways Company 
and consolidation of the street rail- 
way and bus system of Pittsburgh in 
the reorganized company may require 
declarant to take a substantial loss on 
its railway investment. 

Frank R. Phillips, president of de- 
clarant, testified that experts employed 
by declarant had advised the board of 
directors that declarant’s investment 
in Railways is worth approximately 
$29,800,000; although Phillips testi- 
fied that in his opinion this figure is 
too low. The board of directors 


wishes to set up a revaluation reserve 


in the amount of $23,000,000 to take 
care of the loss which it believes ex- 
ists.* 

Declarant will transfer to this re- 
valuation reserve its surplus as of De- 
cember 31, 1939, except for $4,650. 
On September 30, 1939, this surplus, 
as previously noted, aggregated $13,- 
001,224.12. 

Declarant then proposes to reduce 
the stated value of its common stock 
from $10 per share to $7.25 per share, 


an aggregate reduction of $13,202. 
238.50. The capital surplus created 
by this reduction would be transferred 
to the revaluation reserve in such 
amount as to make that reserve agere- 
gate $23,000,000. After applying 
$1,451,944,63 to write off stock dis- 
count and expense in declarant’s ac- 
counts (which we believe necessary, 
and will require by condition), capital 
surplus of $1,747,456.26 would tre- 
main, before the adjustment which is 
necessary because of any alteration of 
the amount of the surplus of declarant 
from September 30, 1939, to Decem- 
ber 31, 1939. 


Valuation 


Declarant engaged two independent 
valuation experts, J. Samuel Hartt and 
P. P. Stathas, to prepare a study of the 
present value of its assets other than 
the investment in Railways. Hartt 
prepared a valuation of all the assets 
except the Railways, working with 
Stathas as to the gas properties and 
securities. 

Hartt or members of his staff ex- 
amined the physical properties of the 
system but did not make a “physical 
appraisal.” The method of valuing 
declarant’s investment in each sub- 
sidiary was as follows: 

Except in the case of Duquesne 
Light Company and certain minor sub- 





8 Assuming that $2,219,221 paid by declarant 
in Federal Income Tax settlement for the 
Railways system is applicable entirely to 
Pittsburgh Railways Company. 

4A provision in the indenture securing de- 
clarant’s debentures may have had its effect 
on declarant’s contention with regard to the 
value of the Rails. “The company shall at no 
time directly or indirectly make any distribu- 
tion or payment to or among its stockholders, 
whether by the payment of dividends or other- 
wise, reducing its paid-in capital represented 
by issued and outstanding capital stock to less 
than $74,000,000.” After the proposed reduc- 
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tion in the stated value of the common stock, 
the par and stated values of the preferred 
and common stock of declarant would aggre- 
gate little more than the $74,000,000 minimum. 
Thus, the creation of a greater reserve might 
require a cessation of dividends until the 
$74,000,000 figure was restored. 

Standard Gas and Electric Company is de- 
pendent on dividends on declarant’s common 
stock for a very substantial portion of its in- 
come; without those dividends, Standard Gas 
would not have enough income to pay the 
interest on its debentures. 
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sidiaries, the experts estimated future 
gross income. In the case of Du- 
quesne, Hartt used present gross in- 
come with certain adjustments. He 
then capitalized these gross income 
figures at rates he considered appro- 
priate, and made certain minor adjust- 
ments which he considered necessary. 
After taking into consideration esti- 
mated original cost where available 
and other factors, the experts arrived 
at judgment figures for the value of 
the investments and physical assets; 
in most instances primary weight was 
given to capitalized prospective earn- 
ings. 

The value thus obtained for declar- 
ant’s investment in each subsidiary 
other than the Railways was then sub- 
stituted for its carrying value on the 
balance sheet of declarant. Hartt 
eliminated book assets in the amount 


of $787,176, representing capital stock 
discount and expense, and $6,005,364 
representing deferred charges (con- 
sisting principally of unamortized debt 


discount and expense). Likewise, 
declarant’s railway investment was as- 
signed no value, although he in no 
sense implied that it was without val- 
ue, and indeed testified that in his opin- 
ion the investments had substantial 
value. On the liability side Hartt in- 
cluded, in addition to current liabilities 
and funded debt, certain items reflect- 
ed only as contingent liabilities on de- 
clarant’s financial statements, namely, 
$1,729,800 representing the stated val- 
ue of the preferred stock of Consoli- 
dated Gas Company of the city of Pitts- 
burgh, dividends on which are guar- 
anteed at the rate of 4 per cent by de- 





_5In effect, therefore, Hartt assigned a nega- 
tive value of $5,000,000 to declarant’s invest- 
ment in Rails. 


[4] 


clarant, and $5,000,000 representing 
Hartt’s estimate of the capitalized 
amount of declarant’s liability on 
guaranties of interest, dividends, and 
rentals on certain street railway securi- 
ties owned by the public.’ The “val- 
ue” of the common stock of declarant 
was then obtained by deducting from 
total assets (exclusive of the Rails) 
the sum of funded debt, current liabili- 
ties, assigned liabilities under guaran- 
ties and par and stated values of pre- 
ferred stock, and miscellaneous items. 


Value of Investment in Duquesne 


The value assigned by Hartt to de- 
clarant’s investment in Duquesne 
amounts to $109,504,979. Hartt val- 
ued the consolidated depreciated prop- 
erty and plant of Duquesne and its 
subsidiaries at $198,000,000 which 
compares with the consolidated depre- 
ciated book value at September 30, 
1939, used by Hartt, of $173,600,000. 
By adjusting the tentative rate base 
fixed by the Pennsylvania Public Util- 
ity Commission in a 1937 temporary 
rate order, to provide for net prop- 
erty additions since the date of the ten- 
tative rate base, Hartt estimated the 
adjusted tentative rate base at $188,- 
241,210. This latter amount does not 
include $4,537,884 for the depreciated 
book value of the property of a sub- 
sidiary of Duquesne, nor does it in- 
clude $1,745,372 of other physical 
property carried on the books of Du- 
quesne but not included in the rate 
base. 

In its opinion fixing temporary rates 
in 1937, the Pennsylvania Commission 
stated that although it questioned the 
write-ups and certain other items in 
Duquesne’s fixed capital, for purposes 
of the temporary rate order such items 
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were not excluded from the tentative 
rate base. Accordingly, Hartt’s figure 
of $188,200,000 for the adjusted ten- 
tative rate base may be excessive to the 
extent that he failed to make any al- 
lowance for items which might ulti- 
mately be disallowed in the rate base to 
be fixed by the Pennsylvania Commis- 
sion in its final rate order. Hartt tes- 
tified that he took this factor into con- 
sideration by capitalizing earnings at 
6 per cent, instead of 54 per cent or 

# per cent, one of which rates he 
would have used except for the uncer- 
tainties as to the rate base the Pennsyl- 
vania Commission will ultimately al- 
low. 


The following summary indicates 
what the value of the common stock of 
Duquesne would be (as of September 
30, 1939) on various bases: 


Common stock equity, consolidated 
book basis 
Common stock equity, less revalu- 
ation surplus, consolidated book 
IASIS Ao see Oise cule aw eaie 
Earnings available for common 
stock: 
Year ended December 31, 1938 
capitalized at 8% 
Year ended September 30, 1939 
capitalized at 8% 


$83,737,175 


69,204,596 


95,100,000 
109,300,000 


Combined Gas Properties 


Stathas and Hartt testified as to 
the value of the system’s gas properties 
(excluding Kentucky West Virginia 
Gas Company) on a_ consolidated 
basis. This represents the value of the 
gas utility assets owned by declarant 
but leased to and operated by Equi- 
table Gas Company and the value of 
declarant’s investment in Pittsburgh 
and West Virginia Gas Company and 
its subsidiary, Equitable Gas Compa- 
ny, and Finleyville Oil and Gas Com- 
pany. The investment of declarant in 
Kentucky West Virginia Gas Compa- 
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ny, consisting of preferred stock and 
60 per cent of the common stock, is 
valued separately. 

The total value assigned by Hartt to 
the combined gas properties (includ- 
ing gas assets owned directly by de- 
clarant) is $30,532,688, of which $30,- 
000,000 represents the value assigned 
to plant, property, and equipment, ob- 
tained by capitalizing estimated future 
gross income of $1,850,000 at the rate 
of 6 per cent and adjusting for ma- 
terials and supplies. 

The anticipated $1,850,000 future 
gross income is very substantially 
higher than that actually experienced 
by the combined gas properties in the 
past eight years. 

The following summary compares 
the reported gross revenues and gross 
income of the combined gas properties 
for the last five years with the estimates 
of Hartt and Stathas for the future: 


Gross 
Income* 
$493,369 
1,091,575 
1,243,517 

149,702 


706,372 
1,850,372 


Gross Operat- 
ing Revenues 


$8,902,778 
10,275,055 
10,674,302 


9,182,966 

Year ended 
Sept. 30, 1939 9,941,730 
Estimate of Experts .. 11,462,730 


* From operations only. 


It was testified that the gas compa- 
nies recently started a comprehensive 
load-building campaign and that based 
on experience with similar activities in 
other cities it is the judgment of 
Stathas (as well as the management) 
that gross operating revenues will be 
increased by 15.3 per cent or $1,521,- 
000 over the revenues of $9,941,730 
for the year ended September 30, 
1939. 


It may be too soon to judge the ef- 
fect of the campaign, but declarant’s 
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witnesses testified that some improve- 
ment has already been noted. The nat- 
ural gas reserves of the system are es- 
timated by declarant to be sufficient for 
at least fifty years based on the in- 
creased output called for by the load- 
building campaign. 

The $30,000,000 value for the com- 
bined gas assets is based upon the 
capitalization of future gross income 
at the rate of 6 per cent. Both Flartt 
and Stathas testified that 6 per cent is 
a reasonable rate of capitalization un- 
der all the circumstances of this case. 
It may well be questioned whether the 
6 per cent is a reasonable rate when it 
is considered that the earnings figures 
used are greatly in excess of those 
actually realized. 

The value assigned by Hartt to the 
combined gas properties is $3,117,- 
084.53 less than the depreciated value 


at which they are now carried on de- 


carant’s books. Hartt testified that 
in arriving at his judgment value for 
the gas properties he considered the 
book value of the assets, but that such 
figures were given little or no weight 
in the final result. 


Kentucky West Virginia Gas 
Company 


Hartt valued the 51,250 shares of 
7 per cent second preferred stock and 
60,000 (60 per cent of total) shares of 
common stock of Kentucky West Vir- 
ginia Gas Company held by declarant 
at $6,556,538, or $877,593 in excess 
of the value at which the securities are 
carried on declarant’s books. In ar- 
tiving at this value, Hartt capitalized 
earnings at the rate of 7 per cent. It 
may be noted that in this instance his 


estimate of reasonably expected future 
gross income coincided closely with the 
actual gross income realized in the last 
several years. By way of contrast, in 
the case of the combined gas properties 
estimated gross income well in excess 
of that realized in recent years was 
capitalized at 6 per cent. Hartt con- 
tended that the higher rate of capitali- 
zation for Kentucky West Virginia 
was appropriate because of the greater 
risk inherent in a natural gas-produc- 
ing property with virtually no distribu- 
tion facilities of its own. 


Write-ups and Intercompany Profits 


The record contains considerable de- 
tail regarding intercompany profits 
and write-ups. Declarant has fur- 
nished evidence in support of its view 
that in many of the intercompany 
transactions the profits taken were not 
unreasonable when consideration is 
given to the period of time the prop- 
erties sold were held by the associated 
companies and supporting appraisals 
of independent engineers at approxi- 
mate dates of sales. Most of the 
write-ups and profits reflected in de- 
clarant’s accounts occurred prior to 
1922. How much of the inflationary 
items has been removed through the 
retirement of properties is not now de- 
terminable. Declarant claims there 
are further offsetting considerations, 
e. g., improvements charged to ex- 
pense, and properties merged into de- 
clarant which had value, but for which 
no value was recorded on the books of 
declarant. 

Subject to these reservations, we 
summarize the intercompany profits 
and write-ups below: 


33 PUR(NS) 





SECURITIES AND EXCHANGE COMMISSION 


SUMMARY OF WRITE-UPS AND 
INTERCOMPANY PROFITS 
Investment in Duquesne Light 
Company 
Write-ups $3,700,000.00 
Intercompany profits, etc. .. 11,181,344.64a 


$14,881,344.64 


Gas properties 
Write-ups 
Property, plant and equipment $13,694,596.61 
Investments, other than Ken- 
tucky West Virginia Gas Co. 5,272,805.05 


$18,967,401.66 


Intercompany profits 
Investment in Kentucky West 
Virginia Gas Company ... 2,381,299.00s 


$21,348,700.66c 
Other assets 
Intercompany profits $503,420.32 


$36,733,465.62 


Notes: 

A This amount does not include anything for 
possible profits taken by affiliates on engineer- 
ing fees capitalized by Duquesne in the ap- 
proximate amount of $3,900,000. - 

8B This amount is the entire reported profit 
made by affiliated organizers (H. M. Byllesby 
and Company and Ladenburg Thalman and 
Company) of Kentucky West Virginia Gas 
Company. It may be argued that some por- 
tion of this profit is applicable to the 40 per 
cent interest in the common stock of this com- 
pany which is held by Louisville Gas and 
Electric Company, another subsidiary of 
Standard Gas and Electric Company. 


Description of Assets 


cOn a consolidated basis, declarant claims 
that over $28,600,000 of additions, improve- 
ments, and betterments made to gas proper- 
ties were charged to expense. It is not known 
what part of this amount would be a proper 
offset to the above write-ups, but declarant 
claims the amount would be substantial. 

As a result of the foregoing write- 
ups and intercompany profits reflected 
in the accounts of declarant, appraisals 
on the books of subsidiaries and prin- 
ciples of consolidation followed by de- 
clarant (some of which are question- 
able), the consolidated property, plant, 
and equipment of declarant and its 
subsidiaries reflects at least $59,550, 
406.84 of inflationary items. This 
amount and the amount shown for in- 
flationary items in declarant’s accounts 
are subject to the reservations above 
stated. 


Book Values and Experts’ Values 


The following summary shows the 
book values of declarant’s assets as at 
September 30, 1939, the pro forma 
book values, and the experts’ valua- 
tions, together with the capitalization 
based on such amounts: 


Pro Forma Experts’ 
Book Values Book Values a Values 


Investment in common stock of Duquesne Light 


Company 


$60,538,120.00  $60,538,120.00 $109,504,979 


Investment in stocks of certain gas companies plus 
gas properties owned by Philadelphia Company  33,649,772.53 32,985,003.90 30,532,688 
Investment in stocks of Kentucky West Virginia 


Gas Company 


5,678,944.93 5,678,944.93 6,556,538 


Other assets less other liabilities except funded 


NE Ro clos bis tices ee eee ee ae seine 


Investment in railway properties 


Funded Debt and Capital 
Funded debt 
Preferred stock 
Common stock (including scrip) 
Surplus (not segregated) 
Surplus invested in common stock 
Capital surplus .. 
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.-  8,483,161.23 7,695,985.23 (5,800,271) 





$108,349,998.69 $106,898,054.06 $140,793,934 
52,771,504.59c — 29,771,504.59 


$161,121,503.28 $136,669,558.65 $140,793,934 





$60,155,000.00  $60,155,000.00 — $60,155,000 
39,959,650.00 39,959,650.00 39,959,650 
48,005,629.16 34,804,081.14 40,679,284 
13,001,224.12 
3,371.25 


1,747,456.264 


$161,121,503.28 $136,669,558.65  $140,793,934 
52 
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Notes : 

aAfter giving effect to the transactions pro- 
posed by declarant, and after the elimination 
of $1,451,944.63 of stock discount and expense. 


p Parentheses indicate a red figure or a net 
liability. Hartt’s computation includes a 
$5,000,000 liability (assigned by him only for 
the purposes of this computation) for guar- 
anteed interest, dividend and rental payments 
of railway subsidiaries and $1,729,800 as a 
liability for guaranteed dividends of an inac- 
tive gas subsidiary, and excludes $6,005,363.58 
for deferred charges carried as an asset on 
the books and $761,092.65 for other items 
treated as assets on the books, etc., but not 
included by Hartt. This latter amount is 
analyzed, as follows: 

Excess carrying values of other investments 
over values determined by Hartt: 


The Consolidated Gas Company 
of the city of Pittsburgh $ 

Cheswick and Harmar Railroad 
Company 

Equitable Real Estate Company 349, 655.00 
Equitable Sales Company 263,032.00 

Equitable Auto Company (73, 780. 00) 


$625,984.00 
Contributions in aid of construc- 
tion, not treated as a liability (185,664.63) 


$440,319.27 
Manufacturing gas properties, less 
320,773.51 


reserve 
$761,092.88 
(23) 


$761,092.65 


c This amount does not include $10,516,113.10 
of other claims recorded as receivables from 
railway subsidiaries which are offset by de- 
ferred credits and reserves in declarant’s bal- 
ance sheet. 


3.00 


Adequacy of the Revaluation Reserve 


Declarant contends that its invest- 
ment in the Rails, carried on its books 
as of September 30, 1939, at $52,800,- 
000, is worth not less than $29,800,- 
000. In support of this contention 
two street railway engineers were em- 
ployed to render separate opinions with 
respect to the earning power of the 
Rails. Both experts testified that in 
their judgment the gross income of the 
street railway and bus system will 
average not less than $3,500,000. 


Declarant’s president testified that 
he has been advised that declarant’s in- 
terest in the Railways can fairly be 
estimated to lie between 67 per cent 
and 75 per cent of the entire railway 
system. Assuming solely for purposes 
of illustration that these percentages 
are reasonable estimates and that fu- 
ture gross income will amount to $3,- 
500,000, the gross income of the Rails 
applicable to declarant would amount 
to $2,345,000 on the basis of the mini- 
mum estimate of 67 per cent and to 
$2,625,000 on the basis of the maxi- 
mum estimate of 75 per cent. 

One witness based his estimate of 
the earnings of the Railways system 
on “normal” gross operating revenues 
of $15,400,000 for street railways ex- 
cluding bus revenues. In arriving at 
gross income, the witness estimated a 
deficit of $87,000 in the gross income 
from bus operations (the actual deficit 
of Pittsburgh Motor Coach Company 
for the twelve months ended May 31, 
1939), and accordingly the $87,000 
deficit was deducted from gross in- 
come on street railway operations, 
leaving gross income for the Railways 
system of over $3,500,000. The sec- 
ond witness assumed “normal” gross 
operating revenues of $15,900,000. 
Both witnesses used $1,400,000 as the 
future annual allowance for deprecia- 
tion. Since 1925 the depreciation ac- 
tually accrued by the Rails has 
amounted to about $2,074,000 an- 
nually, excluding bus depreciation. 

The witness who predicted normal 
gross revenues of $15,400,000 testified 
that in his opinion the poorest year in 
the next ten years will probably be not 
less than $13,500,000 (excluding mo- 
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tor coach), which is higher than gross 
revenues for any year since 1931. 
The second witness, who expects that 
in a “normal” year gross revenues will 
be $15,900,000, testified that by a 
“normal” year he meant a year in 
which there was substantially no un- 
employment. Both witnesses testified 
that in their judgment even if general 
business conditions in the Pittsburgh 
region in the last few months of 1939 
continue throughout the year 1940, 
the year 1940 will be a subnormal year. 
The gross operating revenues on street 
railway and bus operations and the 
consolidated gross income of the Rail- 
ways system for the years 1930 
through 1939 are as follows (using 
actual depreciation charged) : 


bus, he estimated that earnings would 
amount to $3,478,000 before deprecia- 
tion and state and Federal income 
taxes. Making no allowance for such 
taxes and assuming a depreciation ap- 
propriation in amount of $1,400,000, 
the gross income of the street railways 
(excluding bus) applicable to declar- 
ant would amount to $1,390,000 if we 
assume a 67 per cent interest for de- 
clarant and to $1,560,000 if a 75 per 
cent interest be assumed. 


Conclusions 


Section 7(e) of the act, 15 USCA, 
§ 79g (e), requires us to permit the 
declaration to become effective unless 
we find that the transaction “will re- 
sult in an unfair or inequitable dis- 


Gross OPERATING REVENUES 


Street Railway 
$12,142,231 
12,147,398 
13,256,647 
13,009,356 
11,957,155 
12,024,126 
11,446,779 
12,722,343 
16,152,605 
18,864,002 


Nore: Parentheses denote deficit. 


The operating trustee of Pittsburgh 
Railways Company (vice president of 
the company, and now one of three 
trustees) testified that he anticipated 
gross revenues for the year 1940 in 
the amount of approximately $14,- 
550,000 (including $850,000 for mo- 


tor coach). This trustee’s estimate of 
gross revenues is predicated on the as- 
sumption that revenues in 1940 will 
follow the upward trend which began 
late in 1939. The trustee did not 
make any forecast of the gross in- 
come from bus operations, but for 
street railway operations excluding 
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Motor Coach 


Total 
$12,726,833 
12,759,429 
14,048,859 
13,365,741 
12,193,724 
12,285,951 
11,724,972 
13,232,030 
17,001,076 
19,878,503 


Gross Income 

$(211,793) 
(258,786) 
692,398 
1,183,279 
1,006,283 
1,291,449 
739,874 
917,548 
2,582,114 
4,009,906 


$584,602 
612,031 
792,212 
356,385 
236,569 
261,825 
278,193 
509,687 
908,471 
1,014,501 


tribution of voting power . . . or 
is otherwise detrimental to the public 
interest or the interest of investors or 
consumers.” 

[1] As matters now stand the pre- 
ferred stock is without substantial vot- 
ing power. The declaration, as 
amended, provides for (a) minority 
representation for the preferred stock- 
holders voting as a class in the event 
of default in payment of a preferred 
stock dividend existing at the time of 
an annual meeting, and (b) majority 
representation of the preferred stock- 
holders on the board of. directors if 
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any class of preferred stock is in de- 
fault in an amount equal to twelve 
quarterly dividends. 

Because of the restrictions which 
are being placed on the common stock- 
holders tending to protect the interest 
of the senior security holders, we find 
it unnecessary to decide the question 
whether the transaction will “result 
in’ an unfair or inequitable distribu- 
tion of voting power. Re Columbia 
Gas & E. Corp. (1939) Holding Com- 
pany Act Release No. 1417, 28 PUR 
(N.S.) 476; Re New York & Rich- 
mond Gas Co. (1939) Holding Com- 
pany Act Release No. 1442, 28 PUR 
(NS) 286. 

In permitting the declaration to be- 
come effective, we reserve complete 
freedom of action in considering the 
question of equitable distribution of 
voting power in connection with § 11 
(b) (2),° or with any other proceed- 


ings in which that matter may be ger- 


mane. As we said in Re Columbia 
Gas & E. Corp. supra, 28 PUR(NS) 
at p. 483: “When the time comes to 
ascertain whether or not there is an 
unfair or inequitable distribution of 
voting power we may consider, among 
other things, how those who have the 
predominant voting power may or do 
use it. If such power is used in a way 
improperly to affect the position or 
tights of other investors in the com- 
pany that fact will have an important 
bearing upon whether a redistribution 
of voting power should be required so 


that other investors have the means 
to prevent such use; but we are not 
to be understood as saying that we 
cannot and will not exercise our pow- 
ers under § 11(b) (2) even if there 
shall have been no actual abuses of the 
then existing voting power.” 

We are next faced with the ques- 
tion whether the transaction is detri- 
mental to the interest of investors. 
So far as the book entries are con- 
cerned the cushion for the preferred 
stock and debt is being substantially 
reduced, but on the basis of existing 
earnings and of reasonably foresee- 
able earnings, the value of declarant’s 
assets appears ample to supply a rea- 
sonable protection for the senior se- 
curities. 

The complexity in the situation 
arises because of our doubts of the 
adequacy of the revaluation reserve 
and because of the restrictive inden- 
ture provision. The reserve is created 
to absorb losses in the Railways.” 
Declarant has been advised that under 
Pennsylvania law it may have to take 
into account for depreciation in in- 
vestments in determining its capital 
for the purposes of paying dividends, 
although it is not settled whether un- 
realized and unrecorded appreciation 
may be taken into account. The re- 
serve of $23,000,000, declarant’s wit- 
nesses have testified, is adequate. 
We seriously question whether this 
will prove to be the case.2 We ques- 
tion too whether the company has not 





®Under § 11(b)(2) 15 USCA, § 79k, the 
Commission is empowered to require each reg- 
istered holding company to take such steps 
as the Commission shall find necessary to in- 
sure that the corporate structure or continued 
existence of any company in the holding com- 
pany system does not unduly or unnecessarily 
complicate the structure or unfairly or in- 
equitably distribute voting power among se- 
curity holders. 


7 Originally standing on the books at ap- 
proximately $78,900,000 the carrying value of 
the Rails had previously been reduced to 
$52,800,000. 

8 There are many complex problems in the 
Railways reorganization. Declarant owns both 
senior and junior securities in the companies 
in the system, and is presently liable on guar- 
anties of certain leases and securities. The 
Commission will be called upon to render a 
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in setting up this reserve acted some- 
what under the duress of existing cir- 
cumstances, for at this time as we 
have pointed out the creation of a re- 
serve greater than $23,000,000 might, 
under the existing indenture provi- 
sions, interrupt further payment of 
dividends on both the preferred and 
the common stock. 


If the reserve should turn out to be 
inadequate, a further loss may here- 
after result in such an amount as to 
interrupt dividends on the preferred 
and the common stock. This situa- 
tion might be remedied in one of sev- 
eral ways. Declarant may, if it 
should succeed in working out a satis- 
factory refunding of its existing 
debentures, provide for a reserve with- 
out the embarrassment that if the loss 
exceeds $23,000,000 declarant may be 
prevented from paying dividends even 
to the preferred stockholders. More- 
over declarant contends and with con- 
siderable justification that there exists 
unrecorded values in its investment in 
Duquesne over and above the figure 
at which this investment is carried on 
its books. A loss arising from the in- 
adequacy of the reserve might with 
reason be offset against such unre- 
corded values if and when realized by 
a sale (in whole or in part) of its in- 
vestment in Duquesne. There may be 
other methods of providing for this 


contingency. Declarant should have 
a reasonable period of time within 
which to make adjustments along the 
lines suggested. We need not now de- 
termine precisely what the Commis- 
sion’s course of action may properly 
be if further adjustments which may 
prove to be necessary are not made 
within a reasonable time. If such fur- 
ther adjustments are thus made in the 
reasonably near future, then, in view 
of the safeguards later referred to, 
there will be no occasion, in the ab- 
sence of a substantial change in the 
situation, for affirmative action on our 
part, as to declarant, under § 12(c), 
15 USCA, § 791.2 But the Commis- 
sion reserves full right to act under 
that section, and such action may be 
called for if there should be such a 
substantial change.” 


The declarant in its amended dec- 
laration has provided certain safe- 
guards for the protection of senior se- 
curity holders. Declarant has for 
many years used substantially all of 
its earnings to pay dividends on its 
preferred and common stock. Since 
the dividends received from declarant 
constitute a substantial part of the in- 
come of its parent company, Standard 
Gas and Electric Company, there is 
substantial pressure to declare com- 
mon dividends up to the parent com- 
pany. The declaration, as amended, 





report in those proceedings and does not now 
wish to take any position as to the kind of 
plan which should evolve therefrom. The 
kind of plan will, however, materially affect 
the ultimate value of declarant’s investment in 
the Railways. We do no more at this time 
than indicate that the over-all value of the 
Railways on an earnings basis, assuming the 
accuracy of declarant’s estimate of the propor- 
tion of its interest therein, would not in our 
opinion justify the $29,800,000 valuation. 

9 Section 12(c) makes it unlawful for any 
registered holding company or any subsidiary 
to declare or pay any dividend or to acquire, 
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retire, or redeem any security of such com- 
pany in contravention of the rules, regulations, 
or orders which the Commission may deem 
necessary or appropriate to protect the finan- 
cial integrity of companies in the holding com- 
pany system, to safeguard the working capital 
of public utility companies, to prevent the pay- 
ment of dividends out of capital or unearned 
surplus, or to prevent the circumvention of 
the provisions of the act or the rules, regula- 
tions, or orders thereunder. 

10 Including, inter alia, a substantial reduc- 
tion in the corporate or consolidated earnings 
of declarant. 
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contains a provision whereby (subject 
to modification by further order of the 
Commission ) $500,000 a year out of 
earnings available for the payment of 
dividends on the common stock will be 
restricted in earned surplus against 
the payment of common stock divi- 
dends until the amount so restricted 
ageregates $2,500,000 and no subse- 
quent declaration of common divi- 
dends will be made which will impair 
this restricted surplus except with the 
consent of the Commission. This re- 
striction seems adequate at this time 
but under the Commission’s power 
pursuant to § 12(c) further restric- 
tions on dividends may be imposed if 
the necessities of the situation should 
indicate that such action is advisable. 

Declarant believes that substantial 
unrecorded value exists in the Du- 
quesne stock, and recognizes the ne- 
cessity of freezing such value so that 
it may not be dissipated in common 
stock dividends to the detriment of 
senior security holders. Accordingly, 
declarant has provided that the basis 
of computing gains and losses on sales 
of Duquesne common stock will—sub- 
ject to modification by order upon ap- 
plication to the Commission—be 
$109,500,000 (the amount which de- 
clarant contends the stock is presently 
worth) less expenses of sale and 
taxes. The figure used for this pur- 
pose is the declarant’s ; its use is not a 
recognition of its figure as a correct 
statement of value, but merely as a 


mechanism for freezing into capital 
surplus unrecorded value which de- 
clarant contends exists. 

In the light of the provisions made 
and of the conditions which are being 
imposed for the benefit of the pre- 
ferred stockholders we conclude that 
the transaction is not detrimental to 
the interest of investors or consum- 
ers." See Re Columbia Gas & E. 
Corp. supra; Re New York & Rich- 
mond Gas Co. supra. 

[2] In Re Columbia Gas & E. 
Corp. supra, we conditioned our ap- 
proval of a similar transaction on its 
submission to a vote of preferred 
stockholders.” The declaration here 
provides that the transactions covered 
thereby will be submitted for the ap- 
proval of declarant’s preferred stock-- 
holders.* The persons whose inter- 
ests are most closely affected by the 
transaction should have not only the 
right to vote on it, but also the bene- 
fit of an impartial explanation of the 
balance being struck for them so that 
they may accept or reject it with full 
knowledge. Consequently, we re- 
require as a condition to our order that 
declarant transmit to its stockholders 
copies of our findings or of approved 
references thereto at the time of any 
solicitation of proxies or assents with 
regard to the transactions covered by 
the declaration. 

[3] The balance sheet of declarant 
contains an item “Capital Stock Dis- 
count and Expense” in the amount of 





11 We do not pass on the propriety of de- 
clarant’s dividends under Pennsylvania law; 
that question is not now before us. 

12 There, as here, the preferred stockholders 
under state law had no right to vote on the 
transaction except for a similar condition. 

18 At a stockholders’ meeting, the approval 
of a majority of the preferred shares (exclu- 
sive of the noncumulative 5 per cent preferred 


stock) will be required; the declaration pro- 
vides that a quorum for said stockholders’ 
meeting shall constitute a majortiy in number 
of the outstanding preferred shares considered 
as one class, but if such a quorum shall not 
be obtained on the date upon which the meet- 
ing is to be held or within thirty days there- 
after, then one-third of such outstanding 
shares shall be sufficient to constitute a 
quorum. 
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$787,176, and there is presently in- 
cluded in “Property, Plant, and Equip- 
ment,” capital stock discount and ex- 
pense in the amount of $664,768.63. 
These items have no place in the bal- 
ance sheet of a company which is 
emerging from an accounting reor- 
ganization or a formal reorganization, 
and accordingly, we will require by a 
condition in our order that they be 
elminated from declarant’s balance 
sheet. 

[4,5] We will further require that 
the “Reserve for Revaluation of As- 
sets” shall be unavailable for any pur- 
pose other than losses in and 
write-downs of declarant’s investments 
in rails, and that the “capital surplus” 
arising from the proposed transactions 
and subsequent transactions shall be 
available only for the purposes speci- 
fied in the declaration, or for such oth- 


er purposes as may be authorized by 
the Commission. 
An appropriate order will issue. 


By the Commission, Chairman 
Frank and Commissioners Mathews, 
Licher, and Henderson concurring. 
Commissioner Healy concurs in the 
result. (See concurring memoranda 
of Commissioners Mathews and 
Healy.) 


MATHEws, Commissioner, concur- 
ring: I concur in the foregoing. The 
reservation of the right to act under 
§ 12 (c) I regard as unnecessary be- 
cause I believe that without this res- 
ervation we would have that power in 
any event. 

I also question the necessity of us- 
ing $109,500,000 as the basis for com- 
puting gains and losses on sales of Du- 
quesne common stock because I think 
the application of that formula may 
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result in withholding from surplus dis- 
tributable to common. stockholders 
amounts which there will be no ade- 
quate reason for withholding. If there 
is an adequate reason for withholding 
such amounts in case they are realized, 
I think the Commission has authority 
to act under the powers granted by the 
statute. My doubts as to the wisdom 
of using the base figure referred to 
are not so serious as to cause me to 
withhold my approval of the course 
which the Commission is taking. To 
my mind, after giving effect to the ac- 
tion which is now to be taken in writ- 
ing down the railway investment and 
the provision for building up a $2,- 
500,000 cushion, there is no present 
reason for restricting common stock 
dividends. The railway investment 
will remain on the books at $29,771,- 
504.59. No one seems to take the po- 
sition that a loss of this entire invest- 
ment is to be antcipated. The Du- 
quesne common stock is now on the 
books at $60,538,120, and if it were 
to be sold at $109,500,000 the net 
realization to the company in excess 
of its present investment would be 
much greater than any possible fur- 
ther loss in the railway investment. 
That being the case, it seems to me that 
the possibility is introduced that prof- 
its which may be realized from the 
sale of Duquesne common stock, and 
which ought to be available to common 
stockholders of the declarant, will, un- 
less the base is to be modified, be un- 
available because of the formula adopt- 
ed. It is true that the right is re- 
served to the declarant to apply to us 
for modification of this provision, but 
once having stated a provision as pos- 
sibly necessary for the protection of 
the holders of senior securities, I think 
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the Commission might well find it dif- 
fcult in practice to relax that provi- 
sion. I am fully in agreement with 
other members of the Commission that 
the protection contemplated by the 
statute must be afforded to the hold- 
ers of senior securities. Once that has 
been done, as I think it would have 
been done with the base for comput- 
ing gains or losses on sale of Duquesne 
common stock fixed at somewhat less 
than $109,500,000, I think we should 
be sure that we have adequately con- 
sidered the interest of investors in the 
junior securities of the declarant. Or 
to put it in another way, to the extent 
that $109,500,000 exceeds the point 
at which the base might well have been 
fixed, I think it may be questioned 
whether we are giving adequate con- 
sideration to the interests of the in- 
vestors in the common stock of the 
declarant. Those investors actually 
are first of all the public holders of the 
senior securities of Standard Gas and 
Electric Company, and I think that 
consistent with protection of the hold- 
ers of senior securities of the declar- 
ant, we might well have fixed the base 
at less than $109,500,000 as a meas- 
ure to protect them also. 

Some of the difficulty which we have 
encountered in this case rose out of a 
question as to whether a partial recog- 
nition of a loss in one investment and 
the present failure to fix the full 
amount of a loss—now undeterminable 
—may justify the recognition of in- 
creased value of another investment 
as an offset to possible further loss in 
the investment which is being writ- 
ten down. On this I cannot speak 
either as an accountant or as a lawyer. 
It seems to be one of the conventions 
of accounting that, in a quasi reor- 


ganization, such recognition cannot be 
afforded. We do not have to look very 
far for the basis for the acceptance of 
this convention, since without it man- 
agement would in many cases be able 
to offset the recognition of loss in one 
investment by a claimed appreciation 
not actually present in another. To 
that extent I am in full sympathy with 
the accepted accounting practice. Nev- 
ertheless, there are cases, of which 
this is one, where there is a real pres- 
ent appreciation in another investment. 
There may also be cases where the 
adoption of the standardized account- 
ing practice may tend to prevent the 
recognition of losses on individual in- 
vestments which, if the entire pool of 
assets could be appraised and taken at 
actual sound values, would be readily 
recognized. In other words, the con- 
servative accounting practice, designed 
to accomplish a perfectly proper end, 
may not give expression to what are 
the real facts in the situation. I think 
that it is proper that our action be gov- 
erned by what the facts are. I think 
it is amply demonstrated that the val- 
ue of the Duquesne common stock is 
at least enough more than the $60,- 
500,000 at which it is carried on 
declarant’s books, to offset any possi- 
ble further shrinkage in the railway 
investment. Of course, the investment 
in the Duquesne common stock is not 
free from the characteristic that it may 
fluctuate in value. That is true of all 
investments, including those which 
must be appraised in any formal reor- 
ganization case, without this charac- 
teristic being a barrier to their recog- 

nition. 
If our course of action should be 
based on a recognition looking at the 
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actualities, the situation of the declar- 
ant is no different than if it owned the 
stock of a single company, which com- 
pany in turn owned the present assets 
of Duquesne and the railways. In that 
event, I cannot believe that, in the 
light of the facts presented here, it 
would be necessary to write down the 
investment in such a company carried 
at the total of the present investments 
in Duquesne and the railways by more 
than the reserve which is now being 
provided, even upon a further decline 
in the value of the railway assets. If 
that may be accepted, there seems to 
me to be no reason for treating the 
same amount of investment in two 
companies owning those assets any 
differently. 

I have already stated my concur- 
rence in the findings, opinion, and or- 


der of the Commission. What I have 
said here is not in derogation of that 
statement. It is intended to indicate 
that I could have joined in a solution 
lacking the reservation to which | 
have referred and with a less restric- 
tive provision as indicated, and clearly 
embodying what I think is a correct 
and realistic view of what the assets 
of the company are. 


HEALy, Commissioner, concurring: 
I limit my concurrence very strictly to 
the results reached in the principal 
opinion and expressed in the order of 
the Commission. 

There are several conclusions either 
expressed or seemingly implied by that 
opinion, particularly some dealing 
with valuations, to which I am not pre- 
pared to assent. 





ILLINOIS SUPREME COURT 


Village of West City 


Vv 


[Illinois Commercial Telephone Company 


[No. 25393.] 


(— Ill —, 24 NE(2d) 352.) 


Franchises, § 55 — Contractual nature —- Revocation. 


1. A grant by a municipality of a franchise or license to use a street for 
a lawful purpose for an adequate consideration, by an ordinance which is 
accepted and acted upon by the grantee, is not a mere license but is a con- 
tract binding upon the parties and it cannot be revoked or rescinded except 
for cause, p. 62. 
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Franchises, § 53 — Modification —Rental provision. 


2. A municipality cannot demand additional rentals or compensation for 
the use of its streets if the franchise or license authorizing such use provides 
for a definite payment or consideration, p. 62. 


Franchises, § 40 — Construction — Term of grant. 


3. A grant to a public utility of a right to use public streets, which fixes no 
definite time for the continuation of the right, is construed, in the absence 
of anything to show a contrary intention, as a license for the life of the 
grantee corporation, p. 62. 


Franchises, § 50 — Construction — Power to assign. 


4. A franchise to install telephone poles in the streets, alleys, and public 
ways of a municipality, is assignable when it is given to the grantee, its suc- 
cessors and assigns, p. 62. 


Franchises, § 55 — Nature — Power to revoke or amend — Assignment. 


5. An ordinance granting to a telephone company, its successors and assigns, 
a franchise to install telephone poles in streets, alleys, and public ways of 
a municipality, in consideration of the benefits to be derived by the inhabit- 
ants from the service rendered by the grantee and free telephone service to 
the municipality, did not create a mere license revocable at the will of the vil- 
lage, but created a franchise for the remainder of the life of the grantee, 
regardless of the dissolution of the original grantee subsequent to the as- 
signment of such franchise to another; and, therefore, an ordinance repeal- 
ing the franchise and levying an annual charge of one dollar per pole for 
the use of the streets, alleys, and public ways was invalid, p. 63. 


[December 15, 1939.] 


nz by municipality from judgment for defendant tele- 
phone company in suit to recover for use of city streets and 
alleys; affirmed. 


¥ 


APPEARANCES: Eovaldi & Eovaldi, 
of Benton (B. W. Eovaldi, of Ben- 
ton, of counsel), for appellant; Roy 
C. Martin, of Benton, and Stevens & 
Herndon, of Springfield, for appellee. 


FaRTHING, J.: The village of West 
City recovered a judgment before a 
justice of the peace in Franklin coun- 
ty for $103, and costs, against the Il- 
linois Commercial Telephone Com- 
pany for failure to pay one dollar per 
year per pole for the use of the streets 
and alleys of the village for its tele- 
phone lines. On appeal to the circuit 


court judgment was entered for the 
defendant. We have jurisdiction be- 
cause the trial judge certified that the 
validity of a municipal ordinance is 
involved and that the public interest 
requires a direct appeal. 

On May 17, 1912, the village board 
of trustees of West City passed an or- 
dinance granting to the Ohio and Mis- 
sissippi Valley Telephone Company, 
its successors and assigns, a franchise 
to install telephone poles in the streets, 
alleys, and public ways of the village. 
The ordinance provided that for and in 
consideration of the benefits to be de- 
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rived by the inhabitants from the in- 
stallation and maintenance of telephone 
service in the village by the grantee 
and the further consideration that it 
furnish the village free of charge one 
telephone to be installed in the village 
hall and maintained at the expense of 
the company, the right was granted to 
the company, its successors and as- 
signs, to erect and maintain on the 
streets, alleys, and public highways of 
the village, the poles, wires, and fix- 
tures, necessary and convenient for 
supplying telephone service. The com- 
pany agreed to hold the village harm- 
less from all damages arising by rea- 
son of any negligence on its part in the 
premises. Power to grant a like right 
of way to any person or persons for 
similar uses was reserved to the vil- 
lage and it was given the right to place 
and maintain, under the supervision of 
the company, its fire alarm and police 
wires upon the top crossarms of the 
company’s poles. The Ohio and 
Mississippi Valley Telephone Com- 
pany had been incorporated in 1906 
for ninety-nine years. This company 
consolidated with the Murphysboro 
Telephone Company in 1913, and the 
rights conferred by the ordinance have 
since come, by assignment through 
different companies, to the IIlinois 
Commercial Telephone Company, ap- 
pellee. The Murphysboro Telephone 
Company sold its rights in the fran- 
chise in 1924 and was legally dissolved 
in 1925. The regularity of the trans- 
actions by which appellee acquired 
ownership of the franchise is not 
questioned. 

On March 7, 1938, the village board 
adopted a resolution repealing and re- 
voking the franchise granted by the 
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ordinance of 1912, and passed the or- 
dinance held invalid by the circuit 
court. It levied an annual charge of 
one dollar per pole for the use of the 
portion or portions of the streets, al- 
leys, or sidewalks occupied by each 
pole over 8 feet high. 

It is stipulated that on May 1, 1938, 
appellee had 76 poles and served nine- 
teen subscribers in the village. Ap- 
pellee and its predecessors had fur- | 
nished the free telephone as required 
by the ordinance of 1912. It is ad- 
mitted that appellee has replaced near- 
ly all of its system with new poles, 
wires, and instruments since it ac- 
quired the property in 1928, and, since 
1913, the original equipment has been 
replaced or renewed one or more times. 

[1-4] Appellant contends that a 
charge of one dollar per pole per year 
for the use of the streets and alleys of 
the village is reasonable. It also in- 
sists that villages have no power to 
grant perpetual franchises and that no 
right in perpetuity is to be inferred 
from the silence of the franchise as to 
the length of time it is to run; that the 
grant to appellee was limited to the 
life of the Ohio and Mississippi Val- 
ley Telephone Company ; that the or- 
dinance granted only a license revoca- 
ble at the will of the village, and that 
the licence expired when the Murphys- 
boro Telephone Company was dis- 
solved in 1925. Appellee contends that 
the ordinance of 1912, when accepted, 
became a contract binding upon both 
parties, and that the franchise was to 
last for the life of the Ohio and Missis- 
sippi Valley Telephone Company which 
had been chartered, in 1906, for 99 
years. It does not claim a perpetual 
franchise, nor one for 999 years the 
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term of its incorporation. When a 
municipality grants a franchise or li- 
cense to use a street for a lawful pur- 
pose for an adequate consideration by 
an ordinance which is accepted and 
acted upon by the grantee, the grant 
js not a mere license but becomes a 
contract binding upon the parties and 
it cannot be revoked or rescinded ex- 
cept for cause. Springfield v. Inter- 
State Independent Teleph. & Teleg. 
Co. (1917) 279 Ill 324, 327, 116 NE 
631; Madison v. Alton, G. C. & St. L. 
Traction Co. (1908) 235 Ill 346, 349, 
85 NE 596; People ex rel. Pontiac v. 
Central U. Teleph. Co. (1901) 192 
Il 307, 310, 61 NE 428, 85 Am St 
Rep. 338. If the franchise or license 


provides for a definite payment or con- 
sideration, the municipality cannot de- 
mand additional rental or compensa- 
tion for the use of its streets. Spring- 


field v. Inter-State Independent Teleph. 
& Teleg. Co. supra. A grant to a cor- 
poration of a right to use public streets 
which fixes no definite time for the 
continuation of the right is construed, 
in the absence of anything to show a 
contrary intention, as a license for the 
life of the grantee corporation. Peo- 
ple ex rel. Pearce v. Commercial 
Teleph. & Teleg. Co. (1917) 277 II 
265, 269, 115 NE 379, LRA1917D 
704; St. Clair County Turnpike Co. 
v. People ex rel. Bowman (1876) 82 
Ill 174; Id. (1877) 96 US 63, 24 
L ed 651, 652. Such a franchise is 
assignable when it is given to the 
grantee, “its successors and assigns.” 
People ex rel. Pontiac v. Central U. 
Teleph. Co. supra. 

[5] The facts in the case under 
consideration are quite similar to those 
in Springfield v. Inter-State Independ- 


ent Teleph. & Teleg. Co. supra. 
There the city of Springfield re- 
covered a judgment in the circuit 
court of Sangamon county in an 
action of debt against the telephone 
company under an ordinance sim- 
ilar to the one here questioned. 
The defendant relied upon an ordi- 
nance of December 9, 1901, granting 
to its assignors the right to construct, 
maintain, and operate a telephone sys- 
tem in Springfield. This ordinance 
required the grantees to furnish to the 
city, free of charge, one duct in each 
conduit constructed within the fire lim- 
its for the purpose of carrying the 
wires of the police and fire depart- 
ments, and one duct in each conduit 
where underground wires might be 
laid outside of the fire limits, and 
space on the crossarms of any poles 
outside of the fire limits, for the wires 
for the fire and police departments. 
The company also agreed to furnish a 
telephone for each city office. The or- 
dinance was accepted by the grantee 
and defendant built and operated its 
telephone system. In 1914, it had 
in the streets and alleys of Springfield 
2,800 poles over 8 feet high, but it re- 
fused to pay one dollar per pole as re- 
quired by the earlier ordinance. The 
judgment for the city was reversed in 
the appellate court and, on certiorari, 
this court affirmed the appellate court 
judgment. We held that the fran- 
chise ordinance, upon its acceptance 
and the construction of the system of 
telephones, become a contract the 
terms of which were binding upon the 
city and the telephone company and 
could not be varied by either without 
the consent of the other. This court 
said that the expression, in the ordi- 
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nance, of the consideration for the 
right to occupy the streets in the man- 
ner and for the purpose mentioned in 
the ordinance excluded the right to 
demand another and different consid- 
eration for that right. In the view of 
this holding, and of the other decisions 
of this court referred to above, appel- 
lant’s contention that the ordinance of 
1912 created a mere license revocable 
at the will of the village is untenable. 
Appellee’s point that it obtained a 
franchise for the remainder of the life 
of the Ohio and Mississippi Valley 
Telephone Company, is well taken. 
Appellant’s argument that, by the 
merger of the original grantee with 
the Murphysboro Telephone Company 
and the dissolution of the latter com- 
pany in 1925, the franchise expired, 
ignores the fact that the grant was for 
the life of the Ohio and Mississippi 
Valley Telephone Company, a deter- 
mined period, and that the grant was 
assignable. The franchise having 
been regularly assigned to appellee it 
would make no difference whether the 
original grantee or any of the other 
intervening holders were afterward 
dissolved. A contrary holding would 


nullify the provisions in the ordinance 
which made the franchise assignable. 


Appellee does not insist that it has 
a perpetual franchise and so we need 
not discuss the power of a municipal- 
ity to grant one. As we have already 
shown that the ordinance of 1912 cre- 
ated a contract between the village of 
West City and the Ohio and Mississip- 
pi Valley Telephone Company, its suc- 
cessors and assigns, we need not con- 
sider the proposition that a license at 
will is revocable, as no such license is 
involved. Appellant insists that it is 
not estopped to revoke the franchise 
because the appellee has spent large 
sums of money in building, maintain- 
ing, and replacing its telephone system 
in reliance upon the franchise. Since 
the franchise was a binding contract 
and not a license, there is no need of 
invoking the doctrine of estoppel in 
this case. A discussion of the authori- 
ties cited on that proposition is unnec- 
essary. 

The judgment of the circuit court 
of Franklin county was right, and it 
is affirmed. 

Judgment affirmed. 
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You can organize a centralized “Customer Relations Depart- 
ment’ at once without any change in your record equipment 
through— 


DICTOGRAPH 


Customer-Kelations Equipment 





We will gladly demonstrate the Dictograph method of centralized in- 
formation planned to work in with your present credit, service, meter 


and bookkeeping records. 


Specially designed Customer-Relations Equipment planned to meet your 
individual requirements will enable centralized customer contact points 
to secure information almost instantaneously and render quick, courte- 


ous, efficient service to your customer. 


Dictograph Customer-Relations Equipment is successfully serving: 


Cincinnati Gas and Electric Company 


Columbus and Southern Ohio Electric Co 


Delaware Power and Light Company 
East Ohio Gas Company 

Kansas City Power and Light Company 
Michigan Consolidated Gas Company 
Minneapolis Gas Light Company 
Northwestern Ohio Natural Gas Co 
Potomac Electric Power Company 
United Gas Corporation 

Virginia Electric & Power Company 
Washington Water Power Company 


May we have our Special Utility repre- 
sentative call to discuss your problem 
with you... no obligation. 


DICTOGRAPH SALES CORPORATION 
580 Fifth Ave., New York, N. Y. 


Manufacturers of precision equipment since 1902 


Cincinnati, Ohio 
Columbus, Ohio 
Wilmington, Del. 
Akron, Ohio 
Kansas City, Mo. 
Detroit, Mich. 
Minneapolis, Minn. 
Toledo, Chio 
Washington, D. C. 
Houston, Texas 
Norfolk & Richmond, Va. 
Spokane, Wash. 


DICTOGRAPH SALES CORPORATION, 
580 Fifth Ave., New York 


( Please send me literature on Dictograph 
Equipment. 


CO Please have representative call. 
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Selected 


information about 


| Industrial Progress 


manufacturers, 


new products, and new methods. Also news on 
personnel changes, recent and coming events. 


$3,000,000 Power Program by 
New England Utility 
O 


FFICIALS of the Montaup Electric Com- 

pany, Somerset, Mass., which supplies 
light and power to the Fall River area have 
announced a $3,000,000 new construction and 
equipment program to be completed by the 
end of 1941. 

The project is part of a coordinated pro- 
gram of the power companies which serve 
the New England States and is aimed to in- 
sure industry in this area adequate power 
facilities. 


Combustion Engineering Co. 
Elects New Officers 
A 


the annual organization meeting of Com- 

bustion Engineering Company, Inc., 200 
Madison Aveune, New York, manufacturers 
of steam generating, fuel burning and related 
equipment, Joseph V. Santry was elected presi- 
dent to succeed Frederic A. Schaff who was 
elected vice chairman of the board. George L. 
Bourne was reélected chairman of the board. 
Mr. Bourne is also chairman of the company’s 
parent organization, The Superheater Com- 
pany, of which Mr. Schaff is president. 

Robert M. Gates, who has been vice presi- 
dent in charge of sales since 1933, resigned to 
accept the presidency of The Air Preheater 
Corporation, 60 East 42nd Street, New York, 
an affiliated company of The Superheater 
Company. 

Mr. Santry, who has been executive vice 
president since 1933, became identified with 
Combustion Engineering shortly after its or- 
ganization in 1914 and was elected a vice presi- 
dent in 1918. He attended Massachusetts Insti- 
tute of Technology and was first employed by 
the Boston Elevated Railway Company, of 
which company he subsequently became assist- 
ant to the superintendent of power stations. 
Later he organized and became president of 
the Schumaker-Santry Company of Boston, 
representatives of Combustion Engineering 
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THONER & MARTENS 
Di ed. ¢ Jiok 
Heavy Duty Switches 
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and other prominent manufacturers of power 
plant equipment in the New England territory, 
He is widely known throughout the power 
industry and is a member of the American 
Society of Mechanical Engineers and the En- 
gineers Clubs of New York and Boston. 

Martens H. Isenberg, who has been vice 
president in charge of production, was elected 
executive vice president to succeed Mr. Santry, 

Albert C. Weigel, formerly assistant to the 
president, was elected a vice president, and the 
tollowing were reélected vice presidents: 
Harold H. Berry, John Van Brunt, F. H, 
Rosencrants, Charles H. True, John S. Skelley, 

Other officers reélected are: Harold H. 
Berry, treasurer, George D. Ellis, secretary 
and controller. 


Edison Electric Institute to 
Meet at Atlantic City 
N 


ATIONALLY known leaders of business, 

engineering, sales and accounting authori- 
ties, both in the electrical industry and in other 
fields, will be the speakers at the Eighth An- 
nual Convention of the Edison Electric Insti- 
tute, to be held at Atlantic City June 3rd-6th, 
inclusive. This list announced by the Institute 
includes Howard Coonley, chairman of. the 
board, National Manufacturers Association; 
Alex Dow, president, Detroit Edison Com- 
pany; Samuel Ferguson, president, The Hart- 
ford Electric Light Company; Colonel Robert 
S. Henry, assistant to the president, Associa- 
tion of American Railroads; C. E. Wilson, 
president, General Electric Company; and Dr. 
Lionel D. Edie, consulting economist. 

The business program of the convention 
will spotlight in turn every activity of major 
importance to the electrical industry and, fur- 
ther, will consider the general problems 
which are currently of vital interest to all 
American business. : 

In addition to Mr. Wilson of General Elec- 
tric, the electrical manufacturers will be repre- 
sented on the platform by Ralph Kelly, vice 
president, Westinghouse Electric and Manu- 
facturing Company. Two speakers from the 
general field will be Dr. Hugh Grant Rowell, 
of Teachers College, Columbia University, and 
R. W. Leach, of Unemployment Benefit Ad 
visors, Inc., Washington, D. C. : 

The utility executives who will speak in- 
clude: Paul M. Downing, vice president and 
general manager, Pacific Gas and_ Electric 
Company, San Francisco; C. L. Campbell, 
president, Connecticut Light and Power Com- 
pany ; H. P. Liversidge, president, Philadelphia 
Electric Company ; Edwin Vennard, vice pres'- 
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OR MIDNIGHT SUPPERS or regular Westin 
meals, men as well as women find 

king easy with electric roasters. 

estinghouse improvements and pro- 

otions have helped enroll thousands 

er the banner of electric cookery, 

‘inging you profitable new load. And 

try year, new developments and in- 

wvements in the Westinghouse line 


home appliances, help sell thou- 


nds of additional electric servants for the home, and build you a steadily in- 


easing domestic load. 


YESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 


Tune in “Musical Americana,’ N. B. C. Blue Network, every Thursday evening. 
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dent, Middle West Service Company, Chi- 
cago; H. R. Woodrow, vice president, Con- 
solidated Edison Company of New York, Inc. ; 
George Ousler, Duquesne Light Company, 
Pittsburgh; H. L. Wallau, Cleveland Electric 
Illuminating Company; Kinsey M. Robinson, 
president, Washington Water Power Company, 
Spokane; E. L. Hopping, Philadelphia Electric 
Company; James M. Stafford, Georgia Power 
Company, Atlanta; H. P. Seelye, Detroit Edi- 
son Company; C. E. Kohlhepp, Wisconsin 
Public Service Corporation, Milwaukee; Ber- 
nard S. Rodey, Jr., Consolidated Edison 
Company of New York, Inc.; F. A. Newton, 
The Commonwealth and Southern Corpora- 
tion, New York; and C. W. Kellogg, president, 
Edison Electric Institute. 

neral sessions will be held in Atlantic 
City’s Convention Hall and will be open to all 
wishing to attend. C. W. Kellogg, president of 
the Institute, has extended a cordial invita- 
tion to all electric utility companies, including 
non-members of the Institute, and to electrical 
manufacturers. 

Monday, June 3rd, the opening day, has been 
set aside for registration, committee meetings, 
and informal activities. The first of five gen- 
eral sessions will begin at 9:30 A. M., Tuesday, 
June 4th, with another on Tuesday afternoon, 
two on Wednesday, and one on Thursday 
morning. A special session on Wednesday 
evening, also in Convention Hall, will hear a 
forty-five minute musical program by well- 
known concert artists. Formal activities will 
end Thursday afternoon with a luncheon- 
meeting in the American Room of the Hotel 
Traymore. Immediately following this, a spe- 
cial train will carry many of the delegates and 
guests to New York, where Friday, June 7th, 
has been designated as Edison Electric Insti- 
tute Day at the New York World’s Fair. 


Inductor-Type Dynamometer 


earn Electric has announced a new 
inductor-type dynamometer for engine 
testing, possessing the same high-torque ac- 
curacy characteristic of the direct-current ma- 
chines it has made for over thirty years. This 
new type, less than half as large as the direct- 
current machine, is rated 600-hp as compared 
with a 300-hp rating for the d-c dynamometer. 

Some of the advantages of the new dy- 
namometer are accurate torque indication at 
low cost, low maintenance because of simpli- 
fied construction, compact design, and ease of 
operation. Torque and speed are controlled 
by a simple rheostat. 


STURGIS 
POSTURE CHAIRS 


Easily and quickly adjusted 
A model for every need 





WRITE FOR CATALO 
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Control for the inductor dynamometer jn- 
volves a main field rheostat and a vernier rheo- 
stat for the control of torque and speed. They 
regulate the current to the field coil in the 
same way that it is regulated in the case of a 
d-c machine. There are also a push-button- 
operated line contactor for the d-c supply, and 
an ammeter and voltmeter for the field circuit. 
If the prime mover is an internal-combustion 
engine, interlocks are also provided to cut off 
ignition under the conditions of too high a tem- 
perature due to failure of water supply, or fail- 
ure of excitation. 


A. G. A. E. M. Convention 
Confined to Gas Questions 


HE annual convention of the Association 

of Gas Appliance and Equipment Manu- 
facturers, being held at the French Lick 
Springs Hotel in French Lick, Indiana, May 
20th through May 22nd, is being confined to 
matters relating specifically to the gas indus- 
try in general and the gas appliance and equip- 
ment manufacturing industry in particular, ac- 
cording to a pre-convention announcement 
from the association’s headquarters. 

Frank H. Adams, president of the Associa- 
tion and vice-president of the Surface Com- 
bustion Corp., of Toledo, Ohio, will review 
accomplishments of the past year at the first 
session and outline future activities by the As- 
sociation and its membership. 

Three prominent gas industry men are 
scheduled to speak at the main general session. 
Walter C. Beckjord, president of the Amer- 
ican Gas Association, will address the conven- 
tion on “Codrdination of Sales Activities.” 
Louis Ruthenburg, president of Servel, Inc. 
of Evansville, Ind., will discuss industrial re- 
lations and its place in modern industrial life. 
N. T. Sellman, assistant vice-president of the 
Consolidated Edison Company of New York, 
and chairman of the American Gas Associa- 
tion’s Laboratories Managing Committee, will 
speak on laboratory activities and appliance 
development. 


Roaster Oven Has New Time 
and Heat Control 


EA eee ge is eliminated by a new “Time- 
Temp” shelf, a major feature of the new 
“Roaster-Oven” announced by the merchandis- 
ing division, Westinghouse Electric & Mfg. Co. 

The shelf, an exclusive dual-purpose feature 
of the new roaster, gives the user at a glance 
the correct temperature-setting and cooking 
time for all important foods such as fowl, 
meats, vegetables, etc. Made of sturdy chrome- 
plated steel, it slides easily in and out of the 
roaster base, and serves as a utility shelf when 
drawn part way out. : 

The time and temperature charts imprinted 
on the shelf with wear-resisting decalcomanias 
list proper cooking times and the temperature 
figure to which the “True-Temp” heat control 
of the roaster should be set for various types 
of foods. 
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IN no other meter can you find ALL 
these basic features essential to accu- 
racy, durability and general excellence. 


Screwless Register . . . cuss-proof. 
Spring clips. No screws to rust 
or break. 

Heat-proof Bushings . . . renewable 
hard rubber; eliminate trouble 
due to friction, corrosion. 
Oil-Enclosed Gear Train . . . re- 
.duces wear, protects against cor- 
rosion and foreign matter. 

Sand Ring . . . guards top of ball 
against grit and other debris. 


Snap-Joint Disc Chamber... elim- 
inates holding and locating screws. 
Spreads apart as water freezes. 
Three-part Disc . . . can be adjust- 
ed to compensate for wear. 
Roller Bearing-Plate . . . prolongs 
life of chamber. Silences operation. 
Cast-Iron Bottom . . . breakable 
bottom prevents damage from 
freezing. 


Interchangeability . . . if these features are not in 
some of your old Tridents, you can put them in. 


fices in CHI 


NEPTUNE METER COMPANY. 50 West 50th Street, NEW YORK CITY 


DALLA 
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Other features of the new Westinghouse 
roaster, according to J. A. Sullivan, manager 
of the company’s traffic appliance sales, are 
improvements to the exclusive “look-in” lid 
of the previous model, convenient lid-holders 
molded into each handle, and a newly-designed 
body. The new signal light is longer and more 
easily visible. Fiberglas insulation is used and 
a bimetallic thermostat provides precise 
control. 

Equipment in the roaster includes a set of 
Hall China ovenware. As part of a special 
merchandising offer effective until July 31st, 
an all-steel-table is offered free by Westing- 
house dealers with each of the new “Roaster- 
Ovens.” 


Bookkeeping Machine Itemizes 
Accounts Receivable Records 


Warne a complete word with a single key 
depression is an innovation introduced on 
the new low-cost Burroughs Desk Bookkeep- 
ing Machine, which now brings new economy 
of time and effort in itemizing accounts re- 
ceivable records. 

By depressing a single key, the operator can 
describe a transaction on the ‘ledger and state- 





ment in one operation. The words are always 
correctly spelled and abbreviations are uni- 
form, assuring a high degree of neatness. 

All ciphers, dates, punctuation, carriage 
tabulations, and alignment of dollars under 
dollars and cents under cents are automatic— 
providing a great saving in time. Each balance 
prints from a single key depression. 

Further economy is realized with the Short- 
Cut keyboard, which permits the operator to 
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depress two or more keys—often an entire 
amount—and the motor bar in a single motion 
of the hand. Subtraction is as fast and easy 
as addition. : 

The flexibility of this new machine permits 
the keeping of a complete set of books with 
very little effort. Through its many automatic 
and time-saving features, it provides up-to- 
date, described ledger records—accounts in 
balance daily—vital daily reports on the status 
of the business—and periodic profit and loss 
and financial statements. 

Further information about this low-cost 
desk bookkeeping machine may be secured di- 
rect from the manufacturer, Detroit, Michigan. 


Pointers on Tank Painting 


H’” to obtain maximum results in paint- 
ing interior and exterior surfaces on all 
types of tanks and supporting structures is 
fully explained in a folder published by the 
American Asphalt Paint Company, manufac- 
turers of Valdura Tank Finishes. 

Realizing the many difficulties usually en- 
countered in painting tanks, the paint techni- 
cians of this company conipiled all available 
information from experienced painters who 
have specialized in this particular field, and 
with the aid of their valuable knowledge have 
included in this folder many helpful pointers 
such as the following : 

General instructions and surface prepara- 
tions in applying tank finishes—How to paint 
metal, wood and concrete tanks, both interior 
and exterior surfaces—How to quickly esti- 
mate surface areas and amount of paint re- 
quired on various size and style tanks and 
supporting structures. 

Copies of this folder may be obtained with- 
out cost from The American Asphalt Paint 
Company, 43 E. Ohio Street, Chicago, Illinois. 


Westinghouse Business Good 


Es board of directors of the Westinghouse 
Electric & Manufacturing Company have 
declared a dividend of 874 cents on the com- 
mon stock and 874 cents on the preferred stock 
of the company, payable on May 29th to stock- 
holders of record May 7th. 

A. W. Robertson, chairman of the board, 
reported that net income for the first three 
months was $4,041,429, compared with $2,356,- 
151 for the similar 1939 period, an increase of 
72 per cent. The backlog of unfilled orders of 
$82,637,841 is one of the largest in the history 
of the company. The comparable figure for 
March 31, 1939 was $46,924,240. 

New bookings for the first three months of 
1940 amounting to $65,250,169, compared with 
$50,120,832 for the same period in 1939, an in- 
crease of 30 per cent. The percentage increase 
in orders for 12 months over the previous year 
was 42 per cent. 

Sales billed for the first three months of 1940 
were $51,448,038, compared with $41,291,981 
for the same period in 1939, an increase of 25 
per cent. Billings over a 12-month period 
showed an increase of 18 per cent. 
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Quality Trucks with Truck Qualities 
P creveo.rr | Two things are demanded of 
a motor truck by wise buyers. 


They demand quality trucks— 


trucks made of high-grade materials, 
properly engineered, to insure long life 
and dependability. 


They demand truck qualities— 
smooth, dependable power from a heavy- 
duty truck engine . . . strength to stand 
continuous operation at full capacity .. . 
fuel and oil economy that lasts the life of 
the truck. 


Chevrolet trucks give these two things in 
full measure—every desirable truck quality 
is built into them and safeguarded for the 
life of the truck by highest-quality materials. 
For Chevrolet trucks are all-truck—in de- 
sign, and in every unit . . . from special truck 


engines through every unit of the chassis. 


That’s the way Chevrolet trucks have 
been built through the years... and that’s 
why they have won and held first place in 


the industry. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 


CHEVROLET TRUCK 
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Dog-eared forms and@ ‘Oo 
surest evidénce_of “eXces 
costs. They mea’ 
traimned’stafi 
paper. It will p 
papers made esp 
forms and card recordSvnm, 


WESTON’S 
MACHINE POSTING 
LEDGER 


For Forms. One-way grain direction 
makes forms stand straight — special fin- 
ish is smudge-proof, clean-erasing — forms 
are easier to sort and file. Made in Buff, 
subs. 24, 28, 32 and 36 and in White, Blue 
and Pink, sub. 32. 50% rag content. 


ex cards are the 
okkeeping 
, and 
i 
equate 
hese two 


WESTON’S 
MACHINE POSTING 
INDEX 


For Cards. Its ledger finish provides ex- 
cellent writing, erasing and typing quali- 
ties. Tabs retain their snap. Made in Buff, 
White, Blue, Ecru, and Salmon in 180 M, 
220 M, 280M and 340M and in Pink 
180 M (basis 251% x 3014). 


Specify Weston’s Machine Posting Ledger and Index when 


ordering machine bookkeeping forms and index cards. 
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a 
EIGHTH ANNUAL CONVENTION 
of the 
EDISON ELECTRIC INSTITUTE 











June 3, 4, 5 and 6, 1940 


CONVENTION AUDITORIUM 
Atlantic City, New Jersey 


Schedule of Events 


At the Auditorium Hotel Traymore 
General Sessions Social Events 


Tuesday morning, June 4th Dancing 
Monday evening, June 3rd 


Ladies Tea 
Wednesday morning, June 5th Tuesday afternoon, June 4th 


Tuesday afternoon, June 4th 


Wednesday afternoon, June 5th Dancing 


Tuesday evening, June 4th 
Wednesday evening, June 5th ‘ 
Luncheon Meeting 


Thursday morning, June 6th Thursday, June 6th 


Friday, June 7th, will be Edison Electric 
Institute Day at the New York World’s Fair, 
and all delegates are invited. 


Convention delegates and guests are urged to secure hotel accom: 
modations now. 























y 23, 1949 May 23, 1940 


a 


om. 





Public Utilities Fortnightly 45 





LAN OCDE” DLII LLL LE ENIAC NOM, 


KINNEAR ROLLING DOORS 





YOU GET A 


isting 


SEND FOR THIS 
1940 CATALOG! 


, “ROL! 


2060-80 FIELDS AVE. 


Factories: Columbus, Ohio and San Francisco, Cal. 


ia , 
sd wywer \))i/ 
—Ty 


| "ae) lid alll i y Yj 


The economy of Kinnear Roll- 
ing Doors is twofold! First, 
their space-saving upward ac- 
tion and all-around convenience 
reduce operating costs. Second, 
their rugged, durable, all-steel 
construction keeps maintenance 
and repair costs down! 


4 

Consider the extra value you get in these Kin- 
near Door advantages! They save space—per- 
mit full use of all floor and wall area around 
the opening. They open out of reach of damage 
by wind, trucks, or other vehicles. They are ef- 
fectively counterbalanced for smooth, easy 
operation—and their action is never hampered 
by snow, ice or swollen ground. They offer 
rugged, all-metal protection against fire, 
weather, riot, theft and intrusion. And every 
Kinnear Rolling Door is built to fit the indi- 
vidual requirements, which assures easier in- 
stallation and better operation. They can easily 
be equipped for motor operation. Why not 
write today for full information on_ these 
famous, dependable heavy-duty doors? 


Offices and Agents in All Principal Cities 


The KINNEAR Manufacturing Company 


COLUMBUS, OHIO 
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RIG&ID End 
Wrench for 
pipes against 
flat surfaces— 
sizes 6” to 36”. 





RILS&ID rids you of upkeep expense—RILZAID guarantees 
you against wrench housing repairs and loss of use while being 
repaired. Read that guarantee. RIFZ31IDs stay on the job— 
fewer “spares” needed. Safe molybdenum alloy handle and 
housing, replaceable chrome molybdenum jaws. Adjusting nut 


spins easily in all sizes, 6” to 60”. 
Buy The RIGID at Your Supply House 


THE RIDGE TOOL CO. @® ELYRIA, OHIO 


(Eb PIPe Too.s 
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BEHIND THAT NAME STANDS 
A BATTERY WITH WORLD-WIDE ACCEPTANCE 


N the world of industry, just as in the realm of 
I science, art, or medicine, there are names that stand 
out—names that are synonymous with achievement, 
leadership, success. 





Preeminent in the storage battery industry, and 
therefore worthy of the respect accorded it by en- 
gineers and users everywhere, is the Exide Battery. 
For over fifty years the pioneer in the storage battery 
field, the history of Exide is, in effect, a history of the 
storage battery industry. 


That is why Exides are so confidently chosen, so 
widely used—by telephone, power, and transit com- 
panies, as well as thousands of private industrial or- 
ganizations. 


Put your faith in Exides—the batteries with world- 
wide acceptance. 


THE ELECTRIC STORAGE BATTERY COMPANY 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Togonto 
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RILEY STEAM GENERATING UNIT 


Installed in the plant of 


A Large Texas Utility 


' 
1 





250,000 Pounds of Steam per hour. 975 lbs. Steam 
Pressure. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
ST. LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


» COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANIOAL STOKERS - STEEL-CLAD INSULATED SETTING 
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Number of ENGINES 
ber of WHEELBASES 
mber of GEAR RATIOS 


6 
= we 
umber of CAPACITIES 
2 to 3-Ton 


3 

“es tothe 
umber of STD. CHASSIS 

and BODY MODELS 

PRICES begin at_| $465 | $450 [$47 


ices shown ore for Ye-ton chassis with flat face cowl de- 
ered at Main Factory, federal taxes included—state and 


al foxes extra. Prices subject to change without notice. 


GET THIS FREE BOOKLET— READ AND SAVE 


Learn how a truck to-fit-the-job can save YOU money! 
Ask your Dodge dealer or write Dodge Division, 


aw Chrysler Corporation, Detroit, Mich. 


EPEND ON DODGE f6-Ratec TRUCKS 


Dodge 114-Ton 9-foot 
Stake, 133’ wheelbase $800 


Jet Realed Vo Fit Tough Jobs...Save Money! 


geht tee great performers—these big 
1144-ton Dodge Job-Rated trucks! They’ll 
do a great job for YOU, too—and at lower cost! 

Their 92-horsepower Dodge truck engine is 
exactly the right engine to deliver top per- 
formance—with maximum economy! Clutch, 
transmission, rear axle, springs and brakes— 
all are “‘sized’”’ for the truck so the truck will 
fit the job! 

With 7 wheelbases, which include the sensa- 
tional new Cab-Over-Engine—you can get a 
Dodge Job-Rated 114-tonner to fit YOUR job 
—and to save YOU money! Dodge Job-Rated 
trucks are priced with the lowest for every 
capacity! See your Dodge dealer for easy 
budget terms. 


+Prices— delivered at Detroit including Federal 
Taxes. Dual wheels, transportation, 
state and local taxes (if any) extra. 
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Make it snappy. Sister/ 


Tus DOCTOR can’t sit listen 


ing to your tale of woe. He’s not 


a private physician. 


He works for the government, not 
you. You're just one of the people as- 
signed to him by the political overseer. 
Ten more of you are in the waiting 
room, with twenty or thirty to come. 

You can’t expect time and sympathy 
under conditions like that. 

So snap into it, comrade! Briefly 
now, what seems to be the trouble? 


zkKkKkeK*K 


That’s socialized medicine, run by 
politicians and paid for by payroll taxes. 

Compare it with the traditional 
American system of private medicine, 
in which the individual freely selects 
and consults the doctor in an atmos- 
phere of intimate and friendly con- 
fidence. 

Private medicine has done a mag- 
nificent work. Our average life expect- 


ancy is the highest in the world. Serious 
diseases are under increasing control. 
Infant and maternal mortality rates are 
lower than ever. 

But this does not interest those who 
want to set up socialized medicine. 
Law after law is presented to the 
U. S. Congress and State Assemblies to 
put the relations between doctors and 
patients under political control. 

Unless Americans want to sign up 
for all time they should reject these 
Government Health legislative pro- 
posals flatly, without delay. 


This message is published by 


NATION’S BUSINESS 


It is the 42nd of a series contributed to a 
better understanding of free American en- 
terprise. Regardless of your political affili- 
ations, if you have a point of view you would 
like to express on developments now shaping 
in the field of public policy relative to the 
medical profession, why not write to your 
Congressman and Senator? 
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BETTER PRODUCTS... 


beeause Cities Service 


knows your problems! 


Cities Service Oil Company engineers are concentrating 
their efforts daily on solving the various lubrication 
problems with which industry is faced. 


Wherever moving surfaces come together, no matter 
what the speed or load, Cities Service can recommend 
authoritatively the correct lubricants to use. Whether 

you need heavy greases for 
massive gears or the lightest 
of oils for delicate precision 
machines, Cities Service is 
ready to fill your every need. 


Cities Service engineers will 
be glad to discuss your lubrica- 
tion problems with you. 


CITIES SERVICE INDUSTRIAL OILS 


Compressor Oils Marine Engine Oils 

Cutting Oils Quenching and Tempering Oils 
Diesel Engine Oils Sewing Machine Oils 

Cylinder Oils Spindle Oils 

Star Ice Machine Oils Transformer Oil 

Leather Finishing Oils Turbine Oils 

Loom Oils Wool Oils 


Hour of Stars—The Cities Service Concert with Lucille Manners, Ross Graham, 
the Cities Service Orchestra and Singers under the direction of Frank Black, broad- 
cast every Friday evening at 8 P.M., E. D. T., over the N. B. C. Red Network. 
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EMCO METERS AND REGULATORS 
NORDSTROM LUBRICATED PLUG VALVES 









You can’t give a “baker's dozen’’ when you sell 
gas—notand pay dividends. The far-sighted util- 
ity supplying gas toa large bakery has made the 
model installation pictured above. Gas is deliv- 
ered at constant utilization pressure to the 
meters through EMCO Low Pressure Balanced 
Valve Regulators. Accurate measurement is as- 
sured through the use of space conserving, rug- 
ged EMCO No. 5 Large Capacity, Pressed Steel 
Meters. All lines are controlled with quick, easy 
operating, leak-resistant Nordstrom Valves. 





PITTSBURGH EQUITABLE METER COMPANY 
1,8 29 O70) NORDSTROM VALVE CO 


NEWYORK BUFFALO PHILADELPHIA DES MOINES CHICAGO COLUMBIA 
KANSAS CITY T A LOS ANGELES Vilau fl £3- PITTSBURGH PA MEMPHIS AKLAN( HOUSTON 
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gome letters are SHOp, =. 


some are MEDIUM 


Some are LONG — 


TAKES CARE OF LETTERS AZZ 


ONLY ROYAL HAS IT! 


Simple as turning on a light! 
With this startling, new type- 
writer improvement, margins are 
automatically changed to fit each 
piece of typing. 

You may never have thought 
much about margins. But your 
secretary has! She has had to 
“size up” every letter—then set 
it up... struggle with tedious 
hand-set margin ‘stops’”—waste 
your time and hers! 

Now that’s all over—in thou- 
sands of offices. In yours, if you 
say the word! MAGIC Margin 
sets margins by a flick of a finger. 
It works wonders with reports 
and forms . . . helps to make 
every letter better. 


CALL ROYAL... 


Give the New Easy-Writ- 
ma Royal THE DESK 
TEST— it costs nothing. 
And it will prove every- 
thing. In your office, with 
your own operators—Com- 
pare the Work! 


OYA 


With MAGIC Margin (a 
patented Royal feature) the 
operator can instantly (1) ar- 
range left- and right-hand mar- 
gins of any letter; (2) indent 
paragraphs and quotations; 
(3) set up any series of 
points; (4) work wonders 
with complex forms of every 
kind and shape. 


Royal Typewriter Co., Inc., 
2 Park Avenue, New York. 
Factory: Hartford, Conn. 


*Trade-mork, Reg. U. 8. Pat. 


of. a B..] 
Typewriter 


WORLD'S NO. I TYPEWRITER 


Royel 


Ine. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERIGAN APPRAISAL.GOMPANY 


INVESTIGATIONS e WALUATIONS «© REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO - MILWAUKEE + NEW YORK + WASHINGTON ~ And Other Principal Cities 








BARKER & WHEELER, Engineers 


11 Park Place, New York City. 36 State St., Albany, N. Y. 
Designs and Construction—Operating Betterments—A ppraisals, Rates—Office Systems 








Twenty Years Special Experience in Development of Original Costs, Restoration of Capital Accounts, 
Installation of Perpetual Property-Record Systems, and Special Problems of Municipal and Other Non- 
Centralized Properties. 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








veswox FOC), Bacon Davis, anc: nex» um 


CONSTRUCTION 


OPERATING COSTS Engineers 


VALUATIONS AND REPORTS 
CHICAGO PHILADELPHIA NEWYORK LOS ANGELES WASHINGTON 


INTANGIBLES 








LIVINGSTON, McDOWELL & CO. 


Usility CERTIFIED PUBLIC ACCOUNTANTS 
Consultants ‘Aaschags 
AMERICAN INSTITUTE OF ACCOUNTANTS 
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1518 WALNUT ST. PHILADELPHIA, PA, 
D. M. LIVINGSTON, C. P. A. (PA.) 
FORMER MEMBER: C. WHITFORD MCDOWELL, C. P. A. (PA.) (MD.) 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 














Mention the FortnicHtLy—lIt identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 
Public Utility Affairs including Integration 








SANDERSON & PORTER 


ENGINEERS 


VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK SAN FRANCISCO 








Sargent & Lundy, Incorporated 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R e ports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS « EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK e CHICAGO e PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








BLACK & VEATCH CHENEY AND FOSTER 


CONSULTING ENGINEERS 


Appraisals, investigations and re- Engineers and Consultants 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 61 BROADWAY NEW YORK 








EARL L. CARTER 
Consulting Engineer ROBERT E. FOLEY 


REGISTERED IN INDIANA, NEW YORK, OHIO, Erecting Engineer 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY Telephone Lines—Rural Lines—Fire Alarms— 
VALUATIONS AND REPORTS Stanennn Ane 
814 Electric Building Indianapolis, Ind. 48 Griswold St. Binghamton, N. Y¥. 




















(Concluded on following page) 
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Francis S. HABERLY 
ENGINEER 


Appraisals—Property Accounting Reports 
—Cost Trends 


122 SOUTH MICHIGAN AVENUE, CHICAGO 








JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
OESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reperts 
in connection wit 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











COMBINED METERS 
AND TIME-SWITCHES 


TYPE HV-11-S-2 


TYPE HV-11-A 





SLOAN & COOK 
CONSULTING ENGINEERS 


{20 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigation 








J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indian 








Representation in this Professional Directory 
may be obtained at very reasonable rate, 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington, D. C. 








SANGAMO TYPE HV METER 


The Type HV instruments combine a 
standard singlephase HF watthour 
meter with a synchronous motor time- 
switch—in various switching arrange- 
ments—supplied with or without two- 
rate register. Low cost installation and 
minimum space requirements make 
them desirable for metering and con- 


trolling off-peak loads. 


Modern Meters for Modern Loads 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 
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Customer Usage Data 


At Lower Cost ein Less Time 
eWith Greater Accuracy 








THE ONE-STEP METHOD 


OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work, but have obtained monthly or annual bill-frequency tables in 
a few days instead of weeks and months. 


© Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toronto 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Aluminum Company of America 
American Appraisal Company, The . 
American Asphalt Paint Co. 
Asplundh Tree Expert C 





B 


Babcock & Wilcox Company, The 
Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
Burroughs Adding Machine Company ..... 


Cc 


*Carpenter Manufacturing Company ..... 
Carter, Earl L., Consulting Engineer . 
Cheney and Foster, Engineers ... 
Chevrolet Motor Division of G 

Sales Corp. 
*Chicago Wheel & Mfg. Co. 
Cities Service Petroleum Products 
Cleveland Trencher Company, The 
*Combustion Engineering Company, Inc. 
Coxhead, Ralph C., Corporation 
Crescent Insulated Wire & Cable Co., Inc. 








D 


Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers ....... 
Dicke Tool Company, Inc. 
Dictograph Sales Corporation 
Ditto, Inc. 
Dodge Division of Chrysler Corp. 








E 


Edison Electric Institute 
Electric Storage Battery Company, The 
Electrical bene aad Laboratories 

Elliott C 
Elliott Addressing Machine Co., The 








F 


Foley, Robert E., Erecting Engineer 

Ford, Bacon & Davis, Inc., Engineers 
Ford Motor Company 
Forest City Foundries Company 





G 


General Electric Company Outside Back Cover 
Grinnell Company, Inc. 29 





H 


Haberly, Francis S., Engineer 
Hoosier Engineering Company ..Inside Back Cover 


I 


International Harvester Company, Inc. 


*Fortnightly advertisers not in this issue. 
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OUR records are easy 

to look at because 
they are kept in a drawout file. Now, the 
néw G-E, drawout relay makes your relay 
wiring and testing facilities just as easy to 
look at . . . and to get at. 


To the executive, this development means more than the savings in pil 
and panel wiring which are brought about by the combination off 
testing facilities in a single compact unit. It means more than the prow 
testing the relay either on or off the switchboard. To him, the drawal 
is representative of a continuous series of design improvements made f 
engineers. 


Plug-type network relays in 1927, the universal telay case in 1930, a 


flush relay mounting in 1936 are only a few of the important steps that 
the development of the drawout relay: 


Constant desire to improve present practice . . . assiduous study of 0 
problems . . .endless research . . . all are necessary to bring such net 
vances in the art. These advances. are among the many extra bene! 


you ‘are continually receiving because of your’ purchases 0: G-E 
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